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Article Writing Competition 


THe CANADIAN CHARTERED ACCOUNTANT announces that it 
will sponsor an Article Writing Competition for students and 
chartered accountants who have obtained their certificates since 
January 1, 1945. Contestants may write on any subject of their 
choice relevant to the field of accounting, auditing or taxation. 


Articles may be written in English or French. 


Prizes: First prize $800; second prize $200; third prize $100. 
Closing date: Midnight on February 29, 1956. 
Eligibility: The contest will be open to: 


(1) A student in accounts of any pro- (2) A member in good standing of the 
vincial Institute in Canada or a can- C.1.C.A. who initially obtained his 
didate for the Diploma of Licen- certificate of admission to a Pro- 
tiate in Accountancy of one of the vincial Institute in Canada or to a 
8 recognized Quebec Universities recognized overseas Institute since 
who is presently employed by a January Ist, 1945 (except members 
practising chartered accountant in of the staff of the Canadian Insti- 
Canada. tute of Chartered Accountants). 


Note: Anyone intending to enter the contest should communi- 
cate with the Executive Secretary, The Canadian Institute of 
Chartered Accountants, 69 Bloor Street East, Toronto, who will 
furnish the official announcement and a memorandum of addi- 
tional instructions. 
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IN THIS ISSUE 


FRANK S. CAPON, C.A. 

Are Canadian companies giving 
shareholders adequate financial in- 
formation? Should financial report- 
ing be more extensive than is legally 
required? Is it management’s respon- 
sibility to give the public more fre- 
quent and up-to-date information on 
company progress? These and other 
questions are dealt with in Frank 
Capon’s article “The Need for Interim 
Statements”. From surveys which 
have been made it would seem that 
investors do not relish lengthy periods 
of silence. They want to be kept 
more up to date, and larger sums of 
Canadian and American capital might 
be available if more frequent financial 
reporting made Canadian investment 
less of a guessing game. 

Mr. Capon speaks with authority 
on this topic. A member of the Que- 
bec Institute of Chartered Account- 
ants since 1938, and past Director of 
the Controllers Institute of America, 
he was appointed Treasurer of Can- 
adian Industries Limited in 1949. In 
1954 he became Secretary and Treas- 
urer of DuPont Company of Canada 
Limited. He has written extensively 
for various professional and business 
‘journals. His most recent article en- 
titled “Planning for Profits” was pub- 
lished in this magazine in October 
1954. 


GEORGE O. MAY AND JOHN LAWLER 


From the vantage point of his posi- 
tion as head of one of the largest ac- 


.ance continues to grow. 





countancy firms in the world, George 
O. May had for many years unique 


opportunities to contemplate the 
changes in accounting and their effect 
upon the business world in general. 
Naturally, John Lawler, editor of The 
Journal of Accountancy, had this very 
much in mind when he interviewed 
this outstanding personality on the 
occasion of his 80th birthday. Tak- 
ing a tape recorder with him, he spent 
a day at Mr. May’s home on the Con- 
necticut shore and the result appears 
in this issue under the title “New 
Frontiers for Accountancy”. 

George O. May took his articles 
with the Institute of Chartered Ac- 
countants in England and Wales in 
1897, immigrated to the United 
States, and eventually became suc- 
cessor to Sir Arthur Lowes Dickinson 
as American senior partner of Price 
Waterhouse & Co. From 1917 to 
1932 he was adviser on income tax 
matters to the United States Treasury 
and Congress. He prophesied the 
1929 stock market crash, repeatedly 
urging the necessity for improved ac- 
counting and reporting standards by 
business. 


M. E. BRADSHAW, F.C.A. 

At the end of 1954 life insurance 
assets in Canada amounted to slight- 
ly more than $5.2 billions and statis- 
tics show that the amount of money 
invested by Canadians in life insur- 
Life in- 
surance accounting has certain pecu- 
liarities which distinguish it from 
commercial accounting and in recent 
years special attention has been given 
to the form of the annual statement 
required by law to be filed by Can- 
adian life insurance companies. Some 
of the changes which have been made 
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are dealt with by M. E. Bradshaw in 
his article “Accounting for Life In- 
surance Companies”. The author 
does not hesitate to say that much 
could siill be done to improve the ac- 
counting systems in life insurance 
companies. On the other hand he 
qualifies this comment by stating that 
the companies have developed some 
methods of accounting for their par- 
ticular requirements which are far in 
advance of those used in other lines 
of business. 

Mr. Bradshaw has had long and 
varied experience in the life insurance 
field. He was appointe? Treasurer 
of the North American Life Assurance 
Company in 1934 and Assistant Gen- 
eral Manager in Charge of Invest- 
ments in 1958. He is also a Director 
of the Canadian Surety Company. A 
member of the Institute of Chartered 
Accountants of Ontario since 1926, 
he has acted on various committees 
and in 1953 was made a Fellow of the 
Institute in recognition of his services 
to that body. 


L. E. FINGARSON, C.A. 

At the present time there are some 
280 Credit Unions in Saskatchewan 
with assets totalling approximately 
$30,000,000. The largest of them con- 
trols more than $4,000,000. The 
smallest has assets as low as a few 
hundred dollars, yet they all have the 
same end in view, namely to promote 

«thrift among their members and to 


create for them a source of credit for ° 


provident and productive services ex- 
clusively. In the accounting and au- 
diting of Credit Unions there are a 
number of specific items of special 
interest and the article “Spotlight on 
Saskatchewan Credit Unions” by Len 
E. Fingarson throws light on such 
matters as securities, loans, invest- 


ments and the part played by the au- 
ditor. The author has obtained much 
of the historical and statistical infor- 
mation for his article from the De- 
partment of Cooperation and the Co- 
operative Union of Saskatchewan. 
Mr. Fingarson was admitted to the 
Institute of Chartered Accountants of 
Saskatchewan in 1934 and is a partner 
in the firm of Harris, Fingarson & Co. 
of Regina. For the past seven years 
he has served on the Council of the 
Saskatchewan Institute and has re- 
cently completed a term as its presi- 
dent. 


A. M. MURRAY, C.A. 


Operations of the Consolidated 
Mining and Smelting Company of 
Canada Limited place it in a position 
of supreme importance in Canadian 
metallurgical and chemical produc- 
tion. Its principal metals are lead 
and zinc; by-products include silver, 
cadmium, bismuth and indium. The 
sale of chemical fertilizers plays a 
most important part in the company’s 
sales. The head office of Cominco, as 
the Company is commonly called, is 
in Montreal, but the main accounting 
office is in Trail, British Columbia, 
where the accounts are consolidated 
and the principal financial reports 
prepared. 

The author in his article “Cominco 
Operations” has featured the Com- 
pany’s background and growth and 
highlights the procedures in account- 
ing, auditing and costing. Mr. Mur- 
ray is a graduate in mathematics and 
physics of the Univerity of British Co- 
lumbia and a member of the Institute 
of Chartered Accountants of British 
Columbia since 1952. He has been 
associated with The Consolidated 
Mining and Smelting Company for 
the past two years. 
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Belle Howell 


MICROFILM EQUIPMENT 
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The man who said “the little things are the big things” must have had 
business forms in mind. It’s surprising what the right form, or the right 
system, can do for a company. A case in point is the pharmaceutical 
house that recently corrected a troublesome invoicing system. There 
are ideas here that will help any invoicing system . . . in fact, any of the 
9 key operations of business, as the people at Moore describe them.* 





The Old System 


A master plate was used to prepare 8 
copies of each invoice. There were 
several unfavorable aspects to this 
method, among which were 


Cost: This was the most important 
disadvantage. Each invoice cost a little 
over 1114 cents to produce (counting 
only the master, the run-off paper, and 
the machine and labor costs) . . . with 
160,000 orders processed each year, 
this cost mounted up! 


Storage: 4 out of the 8 prepared 
copies were used only once, then filed. 


Appearance: The master plate often 
became smudged and dusty through 
storage and had to be remade to pre- 
pare presentable customer copies. 


Processing: Each in- 
voice copy had to be 
dated; 2 customer cop- 


\ ies stapled and sent to 
( Zea the mail room. This 


P< handling method was 


slow and inefficient. 





The New System 

The company decided to do something 

about speeding up their invoicing 
.so they called in a representative 





from Moore. Like a lot of men from 
that organization, the Moore man ap- 
proached the problem with a fresh and 





creative viewpoint. In examining any 
operation, he kept asking “Why?” 

The final result was described by the 
company as “an astounding improve- 
ment that had a chain reaction like an 
atom bomb!” One improvement auto- 
matically led to another, and still an- 
other, in succession. 


THE FORM 

4-part Moore Speediset with 
copies as follows: Customer, 
Commission, Tabulating, 
Accounts Receivable. 


Savings and Gains 


The big change was a reduction in 
number of copies from 8 to 4. Further- 
more, a multi-copy invoice became a 
multi-use invoice. The Moore Speedi- 
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set designed as the system’s backbone 
brought ynit cost from 111% cents 
down to a little over 1144 cents. Over- 
all saving, through various system 
changes, amounted to more than 
$15,000 a year. 


The system made smooth work-flow 
possible, with desk duties outlined for 
















each clerk; desks were rearranged to 160,000 kvoices 160,000 Invoices 
facilitate handling; man-hour savings Invoice Sets* 7110 | Invoice Sets #2769 | 
were realized. If you would like to Paper 2/70| p Other Forms 264 
read more details on this improvement, Mochi 4 ts : 
ine 1800) Machine 0 






write Moore for the System Survey de- 
scribed in the coupon. Or mail the cou- 
pon to the Moore office nearest you. 


Labor 7500| Labor ‘ sar i 
Total *18580| Saving 15547 Vi 
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Governor-General’s Medal 

The first award of the Governor- 
General’s Gold Medal to the student 
receiving top marks in Canada in the 
uniform final examinations was made 
during the opening luncheon at the 
CICA annual conference on Monday, 
September 12, 1955. The presenta- 
tion was made by Gordon R. Fer- 
guson, chairman of the Board of 





Examiners-in-Chief, to Reginald J. 
Baker, a student from New Bruns- 
wick. The Gold Medal (a reproduc- 
tion of which is shown here) is em- 
bossed with the Arms of Canada on 
one side and the name of the recipi- 
ent engraved on the other. It was 
designed by Alexander Scott Carter, 
R.C.A., M.R.A.I.C. whose illuminated 
addresses are represented in collec- 
tions of Her Majesty the Queen and 
the late King George VI. Permanent 
examples of his work can be seen at 
Hart House, University of Toronto, 
where he designed the heraldry in 
the Great Hall and the floral decora- 
tions on the outside of the building. 
He has exhibited at the Royal Acad- 


emy in England, the Royal Canadian 


Academy and the Toronto Art Gal- 
lery. 


CICA Annual Meeting Presentations 


Two presentations were made at 
the closing dinner of the CICA an- 
nual conference. The new president 
presented J. Grant Glassco with a 
salmon fishing rod and reel and asked 
him to accept it with the sincere 
thanks of the members for his ser- 
vices to the Institute during his year 
in office. Derek Lukin Johnston on 
behalf of the Provincial Institutes pre- 
sented Clem L. King with a painting 
“Polperro Harbour” by Stanley Royle 
in recognition of his outstandingly 
successful term as executive secretary. 
Mr. Royle’s pictures have been ex- 
hibited in Canada, England, the 
United States and France. They are 
also to be found in the municipal 
galleries of major English towns and 
in various Canadian art galleries in- 
cluding the National Gallery of 
Canada. 


Research Bulletin No. 11 

Research work is going on steadily 
under the Committee of Accounting 
and Auditing Research and Bulletin 
No. 11 on “The Use and Limitation of 
the Term Surplus” has recently been 
issued. It was published in full in 
the September issue of the magazine 
with a special commentary by CICA 
Director of Research, Lawrence Mac- 
pherson. A copy was sent to all 
members, accompanied by a French 
edition to members in Quebec. 
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Underwood Samas machines and small, low cost cards take up less space. 
And in a matter of hours you can have detailed reports on: accounts 
receivable, accounts payable, inventory control, sales analysis, labour 


distribution, cost accounting, production control, expense distribution, 
billing, statistics and market research. 


Methods ENGINEERED to tit YOUR Needs 


. Experienced technicians study your present methods. 


. The economies and other advantages of mechaniza- 
tion are determined. 


3. Cards and forms are worked out. 
4. The right machines are specified. 
5. A complete proposal is submitted. 
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You know in advance of installation how an Underwood Samas 
Punched Card System will cut your cost of operations. 


Write or phone for further information. 


ccemary SAMAS PUNCHED CARD DIVISION 
Underwood Limited 


354 VICTORIA STREET, TORONTO 1, ONTARIO 








Sir Ian Bolton Honoured 

An honorary degree of Doctor of 
Laws has been conferred on Sir Ian 
Bolton, Bt., President of The Insti- 
tute of Chartered Accountants of 
Scotland by the Chancellor of Glas- 
gow University. Sir lan was a guest 
of honour at the CICA annual confer- 
ence held recently in Toronto. 


Tax Foundation Conference 


An announcement of the 9th An- 
nual Tax Foundation Conference to 
be held in Toronto on November 7 
and 8, 1955 was made in this col- 
umn in the September magazine. 
The main topics for discussion will 
be Tax Developments in the United 
States and United Kingdom, Current 
Federal Tax Issues in Canada under 
Income Tax, Sales Tax and Death 
Tax and Control of Government Ex- 
penditure. The last-named topic will 
be discussed by a well known Mem- 
ber of Parliament, a prominent busi- 
ness man and an official of the De- 
partment of Finance. A senior official 
of the U.S. Treasury will discuss de- 
velopments under the Internal Rev- 
enue Code and it is hoped to have 
a member of the Royal Commission 
on the Taxation of Profits and Income 
analyze tax developments in the 
United Kingdom. The guest of hon- 
our and special speaker at the closing 
dinner will be the Honourable Joseph 
R. Smallwood, Premier of the Prov- 
ince of Newfoundland. Fuller de- 
tails will be sent later to all members 
of the Tax Foundation. 


Tax Foundation Publications 

Two major publications were issued 
in the first half of 1955. The first 
was a study of financing highways 
which appeared under the title “Taxes 
and Traffic’. The other was a two 
volume work by Harvey Perry on 
the history of Canadian taxation and 





“Taxes, 


fiscal development called 
Tariffs and Subsidies”. 


Global Defence Conference 


Global defence and economic ad- 
vancement affecting Canada, the 
United Kingdom and the United 
States was discussed at a four day 
conference which opened September 
7 at the Seigniory Club, Monte- 
bello, Que. The Canadian delegation 
included Walter L. Gordon, Chair- 
man of the Royal Commission on 
Canada’s Economic Prospects. 


Members’ Directory 

Preparations for the production of 
the 1955-56 Members’ Directory are 
now almost complete and it is ex- 
pected that the new edition will be 
available by mid November. 


Accounting Education Conference 

The first accounting education con- 
ference on a nation-wide basis was 
held in Winnipeg at the end of Aug- 
ust. Arranged by the Canadian In- 
stitute of Chartered Accountants and 
the Society of Industrial & Cost Ac- 
countants, it was attended by pro- 
fessors from practically every major 
Canadian university. The purpose of 
the conference was to work out a 
plan of cooperation between the two 
accounting bodies and the universities 
on the teaching of accounting and 
subjects closely related to it. At its 
conclusion, a small committee was 
formed to give further study to this 
proposal. Its aim will be to work out 
an accounting education program for 
the early years of training which will 
avoid some of the duplication at pre- 
sent existing. The conference was 
chaired jointly by Walter J. Mac- 
donald of Winnipeg, past president of 
the Canadian Institute, and by Don- 
ald Patton of Montreal, representing 
the cost accountants. 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in mumerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Gompany Limited 
320 Bay Street, Toronto 
EMpire 6-801 


Montreal Kingston Quebec Calgary Vancouver 
Hamilton Kitchener London Edmonton Winnipeg 
New York 


Cope-Chat UNI 
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COPELAND-CHATTERSON LIMITED 
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THE INSTITUTE’S OFFICERS 
FOR THE YEAR 1955-56 








GERALD E. MARTIN, W. Givens SMITH, 
President Ist Vice-President 


Mr. Martin is senior partner of Lee and Martin, Halifax, N.S. Mr. Givens 
Smith is a partner in Deloitte, Plender, Haskins & Sells, Regina, Sask. 








Elected at 

. the annual 

| meeting, 

September 

(12-14, 1955 

J. A. pe LaLanns, T. A. M. Hurcumon, 
2nd Vice-President Treasurer 


Mr. de Lalanne is a partner in McDonald, Currie & Company, Montreal, P.Q. 
Mr. Hutchison is a partner in Peat, Marwick, Mitchell & Company, Toronto. 
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THE ANNUAL MEETING 


RETURNING TO Toronto after an ab- 
sence of six years, the annual meeting 
of the Canadian Institute of Chart- 
ered Accountants, the 53rd in its his- 
tory, drew an attendance of well over 
1,000 members and their ladies. The 
program was of particular importance 
to the profession, but there was also 
ample evidence, from public interest 
in the event, that the Institute’s an- 
nual convention is becoming an insti- 
tution of real significance to the Can- 
adian public. 

After a brief welcoming speech by 
the president of the Institute of Chart- 
ered Accountants of Ontario, a large 
gathering assembled to hear ad- 
dresses by J. Grant Glassco, F.C.A. 
and Senator Hartland Molson, C.A. 
on “The State of the Profession”. The 


opening luncheon speaker on Septem- 
ber 12 was Watson Sellar, C.A. who 
spoke on “Controlling the Public 


Purse”. Maurice H. Stans, president 
of the American Institute of Account- 
ants and recently appointed Deputy 
Post Master General of the United 
States, also spoke briefly. With him 
at the head table was another distin- 
guished guest John Carey, executive 
director of the American Institute. 
On this occasion the Governor-Gen- 
eral’s chartered accountancy award 
for the student obtaining the highest 
. marks in Canada in the uniform final 


examinations was presented to Reg- . 


inald Baker by Gordon R. Ferguson, 
chairman of the Board of Examiners- 
in-Chief. 

During the remainder of the first 
day and throughout the morning of 
September 13, members attended 
technical sessions of special interest 
to those in industry, government and 


public practice. There were seven 
such conferences and the subjects 
covered were: Communication of Fi- 
nancial Information to Shareholders; 
Auditing Practices and Standards; De- 
velopment of Good Human Relations 
in Management; Current Accounting 
Practices; The Taxation of Foreign 
Investment in Canada; Requirements 
of the Ontario Securities Commission 
and Electronics for Accounting and 
Business. 

The report of Council and the 
Treasurer's Report were presented at 
the annual general meeting of mem- 
bers on September 18, and the presi- 
dent informed the audience that the 
full text of each report together with 
the reports of committee chairmen 
were available to interested mem- 
bers. 

Nine discussion groups, each of 
which was well attended, took place 
on Wednesday, September 14, at the 
University of Toronto. The technical 
part of the conference closed with a 
panel and general discussion summing 
up the more interesting points from 
previous sessions. Carman Blough, 
director of research of The American 
Institute of Accountants, was a dis- 
tinguished guest for this portion of 
the program. 

The closing dinner on Wednesday, 
September 14, which was preceded 
by a reception, was honoured by the 
presence of Sir Ian Bolton, Bt., presi- 
dent of the Institute of Chartered Ac- 
countants of Scotland who spoke 
briefly. 


Sir Ian said in part — 
I can never forget the pleasure of the 


(Continued on page 276) 
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Grant Glassco receives from Gerald 

E. Martin, incoming president, a 

fishing rod presented on behalf of 
the members. 


SENATOR H. DE M. MoLson 


CLOSING PANEL DIscCussION 
Left to Right: Paul Bruneau, Quebec; Carman 
Blough, New York City; Howard I. Ross, Montreal: 
Clem L. King, Toronto; William Hogben, Ottawa. 


An amiable group at the 

opening reception in the 

persons of Mr. John Stewart, 

Montreal, and Mrs. Stewart; 

Mr. W. A. Hocking, Bridge- 

water, N.S., and = Mrs. 
Hocking. 





Col. H. D. L. Gordon, un- 
veils war memorial plaque at 
Institute offices. Left to 
Right: Lieut.-Col. J. P. 
Browne, M.C., C.D., Com- 
mand Chaplain for Central 
Command; Lukin Johnston; 
Col. H. D. L. Gordon; J. A. 
de Lalanne; J. Grant Glassco. 


Gordon R. Ferguson, presents the 
Governor-General’s gold medal to 
Reginald J. Baker. 


En route to the Royal 

Canadian Yacht Club to 

attend a garden party as 

guests of the Province 
of Ontario. 








TECHNICAL SESSION PANEL 
Left to right: W. S. Rothwell. 
Toronto F. S. Capon, Montreal; 
G. M. Smith, Montreal; J. J. Mac- 
donell, Montreal. The topic — 
Communication of Financial Infor- 

mation to Shareholders. 















WATSON SELLAR, C.A. 


C. L. King, Toronto, is 
presented with an_ oil 
painting by D. Lukin 
ee Vancouver, on 
ehalf of the ten Provin- 

cial Institutes. 






Left to right: D. P. Cassidy, 
Montreal; E. Bourassa, Re- 
gina; G. Lachance, Quebec 
City; J. D. McMorran, 
Montreal. 
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visit I was able to make to Victoria two 
years ago as vice-president. Now as presi- 
dent I am once again in your debt for all 
your great kindness and wonderful hospi- 
tality in Toronto. On behalf of the Scot- 
tish Council I wish to take this opportunity 
of extending to the Canadian Institute their 
warmest good wishes. Two years ago our 
numbers were approximately equal; now 
you are forging ahead with 6,400 against 
our 5,766 members of whom nearly half are 
out of Scotland and only 1,400 in practice. 
In Scotland we face exactly similar prob- 
lems of recruitment and training and the 
function of the chartered accountant in the 
complex world of today, as you do here. 
We have a strong committee about to re- 
port to our Council on these problems. In- 
dustry is making new demands for special- 
ists but whatever the answer may be to a 
change in our syllabus, our training must al- 
ways be based on a foundation of absolute 
integrity plus, above all, training for an 
open and flexible mind. 

Approximately 700 guests were 
present at the closing dinner to wit- 
ness a special event, the presentation 
of an oil painting to Clem L. King, 
F.C.A. who relinquished at the end of 
1954 the position of executive secre- 
tary of the Institute after eight years 
of service. The presentation was 
made on behalf of the members by 
Derek L. Johnston, past president of 
the Institute of Chartered Account- 
ants of British Columbia. 


Mr. Johnston said: — 


The record of Clem King’s high service 
and tireless activities on behalf of our pro- 
fession is well known. How often have not 


harassed provincial presidents brought heat- . 


ed and unyielding argument at the Council 
table to a welcome adjournment by the 
soothing proposal “Hadn’t we better write 
Clem King on that one?” Finally, his 
cheerful and incredibly many-sided presence 
at annual conferences, secretary to com- 
mittee meetings, member of panel discus- 
sions, good natured respondent to innum- 
erable questions at any hour of the day or 
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night and his good humour and bonhomie 
at social gatherings. There is one more 
thing that I should like to comment on and 
what I consider to be Clem King’s special 
contribution to his profession. When you 
live 1,500 miles to the east of Toronto or 
2,000 miles to the west, you are keenly 
aware of the risk that a federal organiza- 
tion located in the centre of the country 
may become an impersonal body and you 
look eagerly for, and respond gratefully to, 
breadth and humanity of outlook at cen- 
tral office. It is no disparagament of the 
fine work of successive presidents to re- 
mark that this is something that their short 
tenure of office and their necessary pre- 
occupation with matters of policy would 
not permit them to achieve by themselves. 
It has been Clem King’s task and his suc- 
cess to build up a permanent national of- 
fice which has won the respect and warm 
regard of the members of every provincial 
Institute. 


Towards the end of the evening, 
the new president, Gerald E. Martin, 
of Halifax, was introduced to the au- 
dience by J. Grant Glassco, retiring 
president. 


Mr. Martin said in part: — 

In 1902, the government of that day 
saw fit to endow us with an Act of In- 
corporation whereby we were given special 
privileges and rights. Time has marched 
on and, 53 years later, with a membership 
of some 6,400 we should be asking our- 
selves if we have measured up to the re- 
sponsibilities expected of us in that Act. 
In many ways this has been the case and 
we have reached the point of progress and 
recognition where leadership is looked for 
and that, too, is being granted us by the 
government of the land in the many im- 
portant appointments and honours that are 
being bestowed on our members. Leader- 
ship, then, is the keynote that I would like 
to inject into this otherwise social evening. 
Leadership granted, on the one hand, by 
those in authority and accepted by our 
members by virtue of their professional and 
social responsibilities. _ Leadership recog- 


(Continued on page 315) 
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The Need for Interim 
Statements 


FRANK S. CAPON 


Ir HAS BEEN said that “Communi- 
cation of financial information is 
the number one responsibility of the 
accountant”. As a proposition, this 
may be open to argument. How- 
ever, the case for the affirmative is 
sufficiently strong to place on ac- 
countants a very real responsibility 
for giving further thought and voice 
to the publication of financial inform- 
ation by Canadian public companies 
today. Are Canadian companies giv- 
ing shareholders adequate informa- 
tionP Or too little? Or too much? 
Should financial reporting be geared 
to requirements of law? Has manage- 
ment a responsibility to do more than 
is required by law? These are all 
questions for which the public, and 
particularly the investing public, is 
entitled to look for answers to the 
accountant. 


Rights of Shareholders to Information 


Over the past 50 years management 
has become fairly well divorced from 
ownership in most public companies. 
This trend has been particularly 
marked in Canadian companies in the 
past 25 years, and recently there has 
even been a trend increasing owner- 
ship abroad without changing the lo- 
cation of management in Canada. 


The rights of shareholders to in- 
formation are set forth clearly in the 
Companies Act. There can be no 
argument that shareholders in public 
companies are entitled to annual fin- 
ancial statements and the Act speci- 
fies in detail the information that 
must be contained in these state- 
ments. However, the Companies Act 
provisions must be regarded as 
establishing only minimum require- 
ments, and even if these were suf- 
ficient at the time the law was en- 
acted, changing conditions over the 
past 25 years may have caused these 
provisions to become obsolete. 

In a growing country business de- 
velopments take place rapidly. A 
great deal is happening in Canada 
today not only in the exploitation of 
natural resources where vast amounts 
of money are going into the mining, 
oil, pulp and paper and power indus- 
tries, but also in the field of secondary 
industry as Canada’s manufacturing 
capacity increases. Every day the 
financial pages of newspapers and 
sometimes the front pages bring 
stories of important new develop- 
ments. Sometimes these stories are 
authoritative; often they represent 
rumours. Whether they be fact or 
rumour they necessarily have their 
effect upon the market prices of se- 


277 











278 


curities of Canadian companies, and 
therefore they affect the position of 
shareholders. 


When more Canadian securities are 
being purchased in the U.S.A., we 
must realize that they are being pur- 
chased by individuals who have long 
since become accustomed to a system 
of regular interim financial reporting. 
The comparison between existing 
Canadian standards and those in the 
U.S.A. may be invidious, particularly 
when we consider the developments 
that are taking place from day to day, 
the amount of money that is being 
poured into expansion by public com- 
panies, and the importance to the 
country of stable security markets 
with prices based on adequate in- 
formation. 


Responsibility of Management to 
Give Information 


Within the narrow sphere of legal 
interpretation there is no doubt that 
the responsibility of management is 
spelled out in the Companies Act. 
Directors are appointed under a law 
which clearly sets forth their author- 
ity and_ responsibility. However, 
while the law may give a technical 
answer, the shareholders of Cana- 
dian companies and the Canadian 
public at large are entitled to con- 
sideration on a broader basis. Man- 
agements must and do recognize that 
the country’s larger corporations and 
the corporate decisions made by man- 


agement have a very important effect - 


upon the level of business in the 
country and thus on the living stand- 
ards of most Canadians. 


The practical responsibility of man 
agement is that of a prudent steward. 
It is not sufficient for him to live 
technically within the letter of a con- 
tract, but rather he must try to ob- 
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serve the spirit of his relationship and 
recognize the possible effect on his 
principal of changes in conditions. He 
must keep his principal adequately 
informed in order to prevent preju- 
dicing the interest of his principal. 
Similarly, the business climate has 
changed since the Companies Act 
provisions were drafted, and for most 
companies the minimum legal re- 
quirements of annual reporting seem 
less than adequate. When it is rea- 
lized that an annual statement takes 
several months to prepare after the 
books are closed, it becomes clear 
that shareholders are receiving in- 
formation which is as much as 15 or 
16 months old. Business trends or 
situations in any one industry can 
change radically over so long a period 
and unless shareholders are kept in- 
formed of such changes their posi- 
tions may well be prejudiced. Govern- 
ment statistics, prepared by industry, 
are now kept up to date and publish- 
ed regularly so that business trends 
are no longer secret. However, man- 
agement cannot rely on government 
statistics to meet the needs of share- 
holders for information. 


Advantages of Periodic Reporting 


On the surface the advantages of 
periodic financial reporting by public 
companies are all in favour of share- 
holders. By providing authoritative 
information to offset rumours and to 
keep shareholders closely informed on 
what is happening within their com- 
panies, management is helping to 
stabilize stock market fluctuations 
and to increase the marketability of 
securities. However, there are also 
advantages to management since peri- 
odic reporting certainly improves 
shareholder relations as shareholders 
get to know their companies better, 
can understand the problems of man- 
















55 





~momeeny 


THE NEED FOR INTERIM STATEMENTS 


agement more quickly, and feel that 
management is doing more than the 
minimum in order to help them 
evaluate their investments. 

It is also important to a company, 
and therefore to both shareholders 
and management, that the public re- 
lations aspect of financial publication 
be kept in mind. The financial pages 
of our daily newspapers and also the 
specialized financial press in Canada 
have been doing a magnificent job of 
telling investors and the public at 
large what is happening in the coun- 
try. It is in everyone's interest that 
this job continue, and it is therefore 
the responsibility of management, for 
the good of their companies, to pro- 
vide sufficient authoritative informa- 
tion to make the work of the financial 
editors fully effective. 

Apart altogether from the interests 
of shareholders, management and the 
financial editors as such, is the broad- 
er problem of the Canadian people 
as a whole. The private enterprise 
system has provided a living stand- 
ard higher than that achieved by any 
other system in the history of man- 
kind. Yet there are forces constantly 
at work endeavouring to discredit the 
system and to replace it with systems 
which have already been proven in- 
ferior. We must not underrate the 
public relations value of selling the 
capital system, and in this field alone 
management has a responsibility to- 
wards financial editors, analysts, and 
those other individuals who are try- 
ing conscientiously to do a public 
relations job for the benefit of all. 


Disadvantages of Periodic Financial 
Reporting 

There are of course several classic 
disadvantages to financial reporting 
for interim periods. Accounting in- 
formation is necessarily inexact for 
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short periods; seasonal fluctuations 
can cause figures for any one period 
to be misleading unless care is taken 
to explain the seasonal factors; there 
are claimed to be disadvantages op- 
posite competitors for supplying in- 
terim financial figures; and finally it is 
argued that the cost of preparing and 
publishing interim financial _ state- 
ments is not justified by the advant- 
ages obtained. 


These disadvantages may have 
been more real a number of years 
ago. However, an objective view in 
the light of present day conditions 
seems to point up their invalidity. 


While it is true that accounting fig- 
ures for very short periods may be 
subject to fluctuations caused by non- 
recurrent special items, the art of 
accounting has improved to the ex- 
tent that quarterly financial reporting 
has in fact presented no real prob- 
lem in the United States and for those 
Canadian companies which have al- 
ready adopted it. It is true that sea- 
sonal fluctuations are important in 
some industries, but the misleading 
effect of such fluctuations can often 
be overcome by providing adequate 
comparative figures for earlier peri- 
ods. If each veriod is compared with 
its corresponding seasonal period in 
a previous year or years the seasonal 
fluctuation is largely eliminated as 
such. 


Seldom do we hear management 
today arguing that published figures 
are of benefit to competitors. Most 
managements claim that their regular 
sources of information provide them 
with relatively close estimates of the 
results of competitors from month tc 
month or from quarter to quarter. 
Therefore, they must assume that 
competitors have equally good 


sources of information and know all 
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they need to know of the results of 
each company in the industry. Gov- 
ernment statistics have been develop- 
ed in such detail that companies have 
few real secrets from competitors for 
any length of time. 

The cost of preparing interim state- 
ments can no longer be used as an 
important argument against them. 
An expensive format is not necessary 
and most companies which have 
adopted quarterly reporting are satis- 
fied to release a single sheet enclosed 
with dividend mailings. Since prac- 
tically all companies produce intern- 
al financial statements at least quar- 
terly, the added cost of preparing 
such a single sheet statement (which 
is not certified by auditors) is in fact 
negligible. 

On balance it seems apparent that 
the advantages of interim financial re- 
porting far outweigh the disadvant- 
ages. 


The Choice of the Reporting Period 


The optimum period to be covered 
by interim reports is not necessarily 
the same in every company. In the 
United States, quarterly reporting has 
become the accepted standard, prim- 
arily because the quarterly reporting 
requirement was written into the 
regulations of some of the leading 
U.S. stock exchanges. Because of 
our close economic ties with the 
United States, and because of the in- 
creasing number of U.S. citizens hold- 


ing shares in Canadian companies, the 


U.S. pattern of quarterly reporting 
necessarily affects Canadian thinking 
when the subject of periodic report- 
ing is under review. 

One factor which has a bearing on 
the choice of the reporting period is 
the period for which dividends are 
normally declared. An interim in- 
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come statement is probably of most 
value to shareholders at the time a 
dividend cheque is being received. 
Thus in one mailing the company 
gives a share holder his dividend to- 
gether with a statement showing the 
earnings position from which the divi- 
dend was declared. Most Canadian 
public companies have accepted the 
quarterly dividend principle, and 
therefore this factor again tends 
to support a quarterly accounting 
period. 


Seasonal factors must be considered 
by many companies when considering 
interim financial reporting. If share- 
holders are to be provided with more 
than the minimum information, in- 
terim statements must be designed to 
be of maximum usefulness and con- 
tain the most helpful comparisons. It 
may well be that a three month state- 
ment for some companies or some in- 
dustries would result in misleading 
rather than helpful information. In 
such cases statements for four month 
periods or semi-annual periods might 
be more useful to shareholders, or it 
could be that statements for any 
veriod of less than a year would not 


be helpful. 


New companies have particular 
problems when considering interim 
financial reporting. Financial state- 
ments without comparative figures are 
not usually helpful. A shareholder is 
primarily concerned with knowing 
whether profits are going up or down 
and whether his company is progress- 
ing favourably within the industry, 
and he must have comparisons before 
he can obtain this information. In a 
new company comparisons do not 
exist in the first year, and furthermore 
the problems of the first year or two 
many well cause financial results to 
fluctuate because of factors which 















cannot be adequately discussed in in- 
terim financial statements. There 
may be justification for new com- 
panies to adhere to the minimum 
legal requirements of publication un- 
til they have a sufficient number of 
periods of operation for interim state- 
ments to be useful. 

Companies undergoing reorganiza- 
tions, rapid growth or major develop- 
ments may also be faced with special 
problems which render quarterly pub- 
lication of information undesirable. 
The real problem here, however, is to 
avoid falling into the trap of trying to 
find an excuse for not doing the right 
thing. So long as management has a 
valid reason it will not have difficulty 
in getting shareholders to dispense 
with interim statements. However, if 
most companies in Canada follow the 
trend which seems to be developing, 
those managements which adhere to 
the annual statement rule will prob- 
ably be under increasing pressure 
from shareholders and from the finan- 
cial press to change their policies. 


Composition of Interim Financial 
Statements 

The income statement only is im- 
portant from the point of view of in- 
terim financial results. Balance sheet 
changes are not usually too signifi- 
cant, and the balance sheet is often 
more affected by seasonal factors than 
is the income statement. Statements 
of surplus are also important to the 
extent that items of an income nature 
which affect prior periods are fre- 
quently taken direct to surplus. In 
other words, for most companies a 
single sheet giving the income state- 
ment and the surplus statement would 
be completely adequate for interim 
publication purposes. 

The income statement must provide 
sufficient key information if it is to 
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serve the purpose of being helpful to 
shareholders and the financial press 
and analysts. Unless there are strong 
reasons against giving the sales infor- 
mation, most companies would be 
well advised to provide the sales fig- 
ures, because this is now considered 
as standard information. There are 
some people who still look upon 
the sales figure as being relatively 
unimportant as a measure of results. 
However, a series of sales figures for 
consecutive periods certainly provide 
shareholders and financial editors 
with an important trend. 


Since interim financial statements 
are not required by law it is not ne- 
cessary to give all the information 
specified under the Companies Act. 
It is therefore possible to limit the 
statement to that information of maxi- 
mum value to shareholders and this 
may well vary from industry to in- 
dustry or from company to company. 
It rests upon management to deter- 
mine what information will be most 
helpful to shareholders and to finan- 
cial editors recognizing that much of 
the value to the company of periodic 
financial statements is the use made 
of them by financial editors and ana- 
lysts who reach potential as well as 
actual shareholders and who are sell- 
ing the story of capitalism to the 
public. 


Conclusion 

The conditions under which busi- 
ness operates today not only justify 
but make necessary a change in the 
financial reporting policies of Cana- 
dian companies. This change is al- 
ready taking place in that a number 
of public companies have recently 
adopted a policy of publishing in- 
terim financial statements. However, 
Canadian management as a whole 
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will have to recognize the need for 
the change if we are to avoid an 
undesirable amendment to the law to 
force a change in the minimum pub- 
lishing requirements. There are good 
reasons in some cases, and particular- 
ly for new companies, for publication 
to be limited to annual statements, 
and there are therefore good reasons 
to retain the present Companies Act 
provisions. Furthermore, changes in 
laws like the Companies Act brought 
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about by pressure from many differ- 
ent groups sometimes result in the 
adoption of provisions which may be 
undesirable to business and to the 
country as a whole. In the past Can- 
adian management has shown that it 
can recognize, and is prepared to 
comply with, constructive changes in 
the needs of shareholders and there 
is no reason to assume that the pres- 
ent trend will not be completely ob- 
served. 


A “CONVENTIONAL” SUMMARY 


SCOTLAND was the first country to officially recognize the need for chartered 
accountants; that the man who handles figures becomes more and more vital 
as business grows. Well, today in Canada we have some 6400 of them. 
More than a thousand of these are at this conference. 


Their talk goes far beyond mere bookkeeping. Today it ranged from elec- 
tronic brains to shareholders’ annual reports. The chartered accountants see 
themselves as a sort of financial watchdog, protecting the public from some 
of the unfortunate things which can and may be done with facts and figures. 
In this line came some strong statements on the nature of annual reports to 
shareholders, and the duty of the professional accountant to see that his work 
truly presents the facts. One of these experts pointed out that there was an 
alarming tendency to fill the front of the annual report with glowing prose 
and three-colour printing and relegate the financial statements, which tell the 
true story, to the place of a filler in the back of the book; that the duty of 
the professional accountant, as an auditor, lies in serving his employers and, 
in fact, his employers are the stockholders. 


In some large companies the electronic brains are solving many account- 
ing problems and, at the same time, raising new ones. The brain does its 
work but accountants are not always as enthusiastic about these as the 
electronics men are. Auditors like to check figures, not just the start of a 
complex problem and then the answer. Now by nature these electronic 
brains do their work without putting a thing on paper. In goes complex 
problems through wires and tubes and magnetic tapes and out comes the 
answer. An American expert said today that this sort of performance doesn't 
exactly baffle an experienced accountant, but it puts a heavy strain on 
his faith in gadgets. 


C.B.C. News Round-up, September 13, 1955 
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Spotlight on Saskatchewan 
Credit Unions 


L. E. FINGARSON 


THE CREDIT union movement ap- 
parently originated in Germany in 
the year 1848 when that country was 
still suffering from the devastation of 
the Napoleonic wars. Credit as 
available today was unknown, and a 
man by the name of Raiffeisen saw 
the desperate need for it. He at first 
thought that he could persuade the 
more fortunate to provide a pool of 
funds for loan to the needy at rea- 
sonable rates. He was unable to do 
this and then decided that the only 
solution was systematic small savings 
by the needy themselves. His plan 
met with success and rapidly spread. 
It was this humble beginning of just 
over 100 years ago that has led to the 
great pooling of savings through the 
credit union movement. 


The credit union plan was intro- 
duced into Canada in the year 1900 
by Alphonse Desjardins, and the first 
recorded credit union in Canada was 
organized at Levis, Quebec. In 1937, 
the Saskatchewan Credit Union Act 
was proclaimed, and the growth over 
the next 18 years was indeed rapid. 
Today the credit union plan is world- 
wide in scope. It is interesting to note 
that there are no credit unions in the 
United Kingdom as such. There the 
movement is closely tied to the co- 


operative stores which act as deposi- 
tories for savings. 


At the present time there are some 
280 credit unions in Saskatchewan 
with assets under their control total- 
ling approximately $30 million. When 
we realize the amount of funds in- 
volved, the importance of organiza- 
tion and control becomes obvious. 
There are recently formed credit 
unions with assets as low as a few 
hundred dollars, and the largest has 
assets exceeding $4,000,000. 


Objects of a Credit Union 

Any ten persons may form a credit 
union provided there is potential 
growth. The objects of a credit union 
as specified in the Act are as follows: 
“The objects of a credit union shall be 
the promotion of thrift among _ its 
members and the creation of a source 
of credit for its members, at legitimate 
rates of interest, exclusively for pro- 
vident and productive purposes”. 
From this it can be seen that a credit 
union is prohibited from making loans 
other than to its members and that it 
restricts its operations to the locality 
of its members. A credit union could 


be confined, say, to the members of 
one group of employees in Regina, 
such as the Regina post office, and 
any loans could be made only to those 
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employees of the post office who are 
members of the credit union. 


Format of Organization 

The controlling organization is set 
up as follows: 

1. The board of directors of not less 
than five members. 

2. A credit committee of not less than 
three members. 

3. A supervisory committee of not 
less than three members. 

4. Inspection, supervisory and ad- 
visory service is supplied by the 
Department of Cooperation and 
Cooperative Development. 

5. Independent audit. 

The board of directors, the credit 
committee, and two members of the 
supervisory committee are elected by 
the members at the annual meeting. 
The third member of the supervisory 
committee is appointed by the board 
of directors. As a safeguard against 
interlocking board and committee 
men, only one director can be a mem- 
ber of the credit committee, and no 
member of either the board of di- 
rectors or the credit committee can 
be a member of the supervisory com- 
mittee. 


Board of Directors 
The board of directors is respon- 
sible for the general management of 
the affairs of the credit union, and in 
particular it is to do the following: 
1. Accept or reject applications for 
membership and expel members 
when necessary. 
Determine maximum individual 
share holdings which will be ac- 
cepted, and maximum individual 
loans which will be made. 
8. Set rates of interest for loans and 
deposits. 


bo 


4. Declare dividends. 

5. Have charge of investments, other 
than loans to members. 

6. Require that proper safekeeping is 
provided for securities and that 
officers and employees handling 
money are adequately covered by 


fidelity bonds. 


Credit Committee 

The duty of the credit committee is 
to examine and approve all loans 
made by the credit union. The Act 
lays down regulations requiring se- 
curity to be taken on loans exceeding 
$100, and gives authority that by 
special by-law the credit union may 
grant loans up to $300 without secur- 
ity, provided the share capital and de- 
posits exceed $200,000. It leaves the 
determination of the security to be 
taken to the credit committee. A full 
and complete record must be kept of 
the meetings of this committee, 
wherein there should be listed the ap- 
proval of all loans granted. 


It is worthy of note here that there 
are circumstances under which the 
treasurer may be authorized to make 
loans without reference to the credit 
committee. In such cases the loan 
must not exceed the amount of share 
capital owned by the borrower, or 
must be supported by pledged Gov- 
ernment of Canada or Province of 
Saskatchewan securities. By special 
resolution the treasurer may be 
authorized to make limited loans on 
other forms of security. There are 
definite restrictions on borrowing by 
directors, officers and members of 
committees, and loans to such persons 
require a special form of approval. 


Supervisory Committee 
The supervisory committee could 
rightly be called the audit committee. 
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Its duty is to make at least a quarter- 
ly examination of the affairs of the 
credit union. It is required to verify 
cash balances and investments, see 
that all loans made are in accordance 
with the terms laid down by the credit 
committee, verify all members’ ac- 
counts at least annually and examine 
securities held as collateral. At least 
one member of the committee is re- 
quired to sign the monthly financial 
statement. Here also complete min- 
utes must be kept of the proceedings 
of the committee. It can be called 
the watchdog of the members’ funds, 
and in credit unions where an inde- 
pendent auditor is not appointed, it 
is the auditor. 

An annual inspection of each credit 
union is required under the direction 
of the registrar, who is the Deputy 
Minister of Cooperation and Cooper- 
ative Development. Inspectors ap- 
pointed by the registrar have wide 
powers as to examination of the af- 
fairs of the credit union, even to the 
point of ordering investigation of the 
accounts by an independent auditor. 

There is authority in the Act where- 
by credit unions with capital and de- 
posits exceeding $150,000 may ap- 
point independent auditors. There is 
also provision under the standard by- 
laws that all credit unions with share 
capital and deposits exceeding $250,- 
000 are required to appoint independ- 
ent auditors. This was brought into 
force for the first time in 1954, and 
as a result many credit unions that 
had not previously used independent 
auditors were obliged to make ap- 
pointments. 


System of Accounting 


A standard system of accounting is 
prescribed by the Registrar for Credit 
Unions. It is a simple system and is 


used by the smaller credit unions, but 
when the credit union grows in size 
it is not found practical because it is 
devised principally for a one-man 
operation. The larger credit unions 
adopt machine accounting, using tell- 
ers, ledger keepers, loan departments 
and accountants, and expand their ac- 
counting system somewhat along 
banking lines. They post their gen- 
eral ledgers daily in order that full 
information on the standing with 
members and bankers may be known 
daily. Below is a review of the 
types of transactions that flow through 

a credit union and consequently the 

records that are used to record these 

transactions. 
Receipts of money from the follow- 
ing sources: 

Deposits to current accounts, against 
which withdrawals may be made. 

Share capital. 

Recovery of loan principal. 

Interest on loans. 

Interest on investments. 

Loans from banks or the central credit 
union, which is known as the Sas- 
katchewan Cooperative Credit So- 
ciety. 

Joining fees. 

Sale of investments. 

Principal payments out of the credit 
union would be for: 

Withdrawals from deposit accounts. 

Withdrawals from share capital. 

Disbursements of loans — when a loan 
is negotiated the accounting entry 
is to charge the loan receivable 
and credit the members deposit ac- 
count. 

Purchase of investments. 

Payment of expenses. 


The accounting entries in a small 
credit union are all entered through a 
synoptic, which has control columns 
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set up for cash, bank, deposits, share 
capital, and loans receivable. There 
is provision through a general ledger 
column for miscellaneous receipts and 
expenditures. The deposits, share 
capital, and loans receivable control 
columns give the respective totals of 
receipts and disbursements, and the 
details are kept in a subsidiary ledger. 
This subsidiary ledger is drawn up to 
allow space for each of these items, 
and thus one ledger sheet will tell the 
amount that a member has on deposit, 
the amount of his share capital, and 
also the amount that he owes the 
credit union. The loan portion of the 
sheet shows the terms of repayment, 
interest collected and security held. 


On the receipts side of the opera- 
tions, the incoming cash is controlled 
by requiring a deposit slip to be made 
out for every receipt from every 
source. These deposit slips are then 
entered into the synoptic in the cash 
received column with appropriate dis- 
tribution to the various accounts. If 
the cash on hand becomes larger than 
that allowed by the by-laws, the sur- 
plus is deposited in a bank, with ap- 
propriate entry in the synoptic. Dis- 
bursements may be made either by 
cash or by cheque. Normally, a mem- 
ber makes his withdrawals in person 
at the credit union office, although he 
may ask for a cheque to be issued by 
the credit union on its bank account 
to pay some account he owes a dis- 
tance away. In this case he must first 
sign an authorization, and the credit 
union will issue a cheque on its bank 
account for the required amount pay- 
able to the payee designated. Ex- 
penses may be paid by cash or out 
of the bank account, whichever is the 
most convenient. All disbursements 
for expenses must be supported by 
vouchers. 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1955 


With a large credit union, the op- 
eration is essentially the same but the 
accounting becomes much more de- 
tailed. There may be some tellers 
dealing only with deposit and share 
capital funds, and others dealing only 
with collection of principal and in- 
terest on loans. Perhaps machine op- 
erators do all the posting to the sub- 
sidiary ledgers, with separate sub- 
sidiary ledgers for deposits, share cap- 
ital and loans. This would be due 
entirely to size and the necessity for 
dividing the accounting so that many 
people can be occupied in the daily 
work. Tellers keep daily blotters of 
receipts and the purpose for which 
received, and these are used by the 
accountant to establish subsidiary led- 
ger controls and post the general 
ledger daily. In the small credit union 
the general ledger may be posted only 
at the end of each month, but this 
would be entirely inadequate in the 
large credit union. 

Interest on loans is not normally 
controlled. At the time it is collected 
it is shown on the deposit slip as such 
and is credited directly to revenue, 
with suitable notation in the mem- 
bers loan account showing the date 
to which the interest had been paid. 
Only at the year end is the accrued 
interest calculated and taken into ac- 
count, and even then it is not re- 
corded on the loan sheet. A list is 
made of all accrued interest and the 
total entered in the general ledger. 
This total is reversed on the first day 
of the next year and is recovered 
through the actual collection of in- 
terest during the year. 

Because of the nature of the opera- 
tion of credit unions the accounting 
work must be up to the minute at all 
times. This is particularly true of the 
posting of deposit and share accounts, 
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as delay in posting these accounts 
may result in allowing withdrawals in 
excess of the credit in the account and 
lead to overdrafts. 


Auditing of Credit Unions 

Unlike most audits, the audits of 
credit unions are not necessarily con- 
ducted on an annual basis. The by- 
laws require that the auditor be ap- 
pointed by the annual meeting to con- 
duct an annual audit for or during the 
fiscal year. Thus the annual audit may 
take place in the middle of July or the 
middle of October, and there is no 
requirement that the auditor will re- 
turn and prepare the year-end state- 
ment. Therefore the audit becomes 
a complete inspection at a given 
time and on its completion, the report 
to the members is prepared. In al- 
most every case it is necessary to pre- 
pare two reports, one for the mem- 
bers and one for the board of di- 
rectors and operating committee, with 
copies to the Registrar of Credit 
Unions. The reason for this is that a 
member's dealings with the credit 
union are of a confidential nature, and 
it would not do to set out specific 
loans in a report to the members. The 
members’ report would, however, re- 
cord any matters of mismanagement 
or actions contrary to the Credit 
Union Act. It also contains the bal- 
ance sheet as of the audit date as well 
as an operating statement up to that 
date. Examination of loans may re- 
quire a report to the board on speci- 
fic loans in order that necessary action 
may be taken. The report to the 
board would be referred to in the re- 
port to the members but only to the 
extent that the type of matters cover- 
ed would be noted. 

In the auditing of credit unions a 
number of specific items warrant 
special attention. These include: 


CasH 


It is essential that the audit be car- 
ried out on a surprise basis in order 
to make an adequate audit of the 
cash. The first thing to do on arrival 
is to count the cash on hand. In 
order to have time to prove the cor- 
rectness of the required balance it is 
advisable to arrive in the morning be- 
fore the office opens for business, or 
at the hour when the doors are closed 
to the members. It is necessary to 
make a complete cut off of the re- 
cords in order to establish the cash 
figure and controls for the various 
subsidiary ledgers. In addition to the 
ordinary precautions of a normal cash 
count, an auditor must take the fol- 
lowing steps because of the nature 
of the organization: 


1. Examine the tellers over and 
short account, which is normally 
carried in the deposit ledger. 


2. Be on the watch for the treasurer 
having authority to issue money 
orders through a bank or express 
agency, and see that receipts from 
this source are taken into account. 


3. Make sure that the cash on hand 
does not exceed the authorized 
limit which has been approved by 
the directors and the registrar. 
The by-laws of these organizations 
require that where cash funds are 
not established, all payments are 
to be made by cheque. In normal 
practice cash funds are used. 


4. See that suitable precaution 
against the loss of funds is taken 
in the sense that adequate safe 
equipment is available and that 
employees are bonded. The funds 
are required to be in the sole cus- 
tody of the treasurer or his bonded 
assistants. Burglary and hold-up 


insurance is required. 
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SECURITIES 

Securities come in three types: (1) 
those owned by the credit union as 
investments, (2) those pledged on 
loans, and (3) those held on account 
of members for safekeeping. Usually 
those owned by the credit union are 
pledged with their bankers for bor- 
rowing purposes and it is necessary 
to see that they are in accordance 
with types of investments authorized 
by the Act. Any purchases or sales 
of investments must be approved by 
the board of directors. Part of the 
audit program should be to see that 
records maintained on_ securities 
pledged for loans and held for safe- 
keeping are adequate, and also that 
there is a safe depository for them. 


LOANS 


The examination and analysis of 
outstanding loans is usually the major 
portion of the audit. The work in- 
volved is quite substantial when it is 
necessary to verify that there is a note 
signed for a loan, that the security is 
in accordance with the loan applica- 
tion, and that the loan received ap- 
proval by the credit committee. The 
securities have to be examined to de- 
termine that they are properly taken 
and if required, registered. Each ac- 
count has to be examined to find out 
if the loan is in arrears, as this infor- 
mation is needed in making an anal- 
ysis of total arrears. The minutes of 
the credit committee should be ex- 
amined to make sure that all loans 
have been authorized. One has to 
take extra precautions on loans made 
to directors and officials, as these re- 
quire special treatment and must be 
approved by the board of directors, 
together with the supervisory com- 
mittee and the credit committee. At 
the time of examining the loans a 


limited test of interest being collected 
should be made to see that the cal- 
culations are correct. It is also im- 
portant to make a test check to deter- 
mine that interest collections shown 
on the loan sheet are entered in the 
cash synoptic, as the collection of in- 
terest is not a controlled matter in the 
accounts. One of the first steps in 
examining the loans is to establish a 
list of the amounts owing which will 
agree with the loan control in the 
general ledger. Direct verification of 
the amounts owing on loans will be 
referred to later. 


SHARE CAPITAL AND DEposiTs 

Early in the audit it should be de- 
termined by listing that share capital 
and deposits agree with the controls. 
Only a very limited test of vouchers 
covering deposits and withdrawals 
will be made, as these have very little 
effect, if any, on the net fiinancial po- 
sition. However, it is important that a 
portion of the individual account bal- 
ances be verified direct with the mem- 
bers as of the date of the audit. Debit 
balances which are overdrafts should 
be carefully examined and reported 
on, and these should be related to the 
members loan account if any. There 
have been cases where a member has 
an authorized loan for say $1,000 and 
is being allowed overdraft privileges 
of a much greater amount by the 
treasurer. Such matters must form 
part of the report to the board. 


Drmect VERIFICATION WITH MEMBERS 


At least 25% of the members ac- 
counts covering share capital, deposit 
accounts, loans, and negotiable secur- 
ities held either for safekeeping or 
collateral should be verified by direct 
correspondence with the member. 
This is best done by a printed notice 
covering all of these matters and re- 
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questing the member to communicate 
directly with the auditor if he is not 
in agreement with the figures shown 
on the notice. 


ALLOCATION OF SURPLUS 


The Credit Union Act provides 
rigid regulations regarding the dis- 
position of surplus. The pertinent 
section reads as follows: 

“After paying all expenses includ- 
ing interest, if any, on deposits and 
after making allowance for deprecia- 
tion, the directors shall present to the 
annual meeting for confirmation a re- 
solution respecting the apportion- 
ment of the surplus arising from the 
yearly business of the credit union, 
which resolution shall provide: 

“(a) That there be set aside as a 
reserve fund against uncollectible 
loans and probable future losses, all 
entrance fees, fines collected from 
members, and, at the end of each 
fiscal year, such sum as, together 
with the assessment, if any, upon the 
credit union by the Credit Union 
Mutual Aid Board for such fiscal year, 
shall be at least 20% of the surplus, 
and so from year to year until such 
reserve fund is equal to at least 10% 
of the assets of the credit union from 
time to time; and may provide; 

“(b) That, after setting aside such 
part of the surplus as is required for 
the reserve fund, a dividend of a 
specified amount, but not exceeding 
5% per annum, be paid to the share- 
holders on all fully paid up shares 
shown by the books of the credit 
union as outstanding at the end of the 
preceding fiscal year; 

“(c) That there be set aside, if the 
by-laws so provide, a_ specified 
amount, but not exceeding 5% of the 
surplus, to be used for such educa- 
tional purposes as the directors may 


determine, provided that the moneys 
so set aside shall be expended within 
three years after they are set aside, or 
transferred within such three year 
period to the reserve fund; 


“(d) That there be set aside a 
specified amount for emergencies or 
estimated losses, or special expendi- 
tures needed to achieve the objects of 
the credit union, provided that 
moneys so set aside shall be expended 
within three years after they are set 
aside, or transferred within such peri- 
od to the reserve fund or paid as di- 
vidends on shares or as borrower 
dividends for the fiscal year preced- 
ing the annual meeting at which they 
are set aside; 

“(e) That, after making provision 
for a reserve fund, the payment of 
dividends on shares, and educational 
fund, if any, and an emergency fund, 
if any, the remainder if any, of the 
surplus be divided among the mem- 
bers as a borrower dividend in propor- 
tion to the amount of interest paid 
by them to the credit union on all 
loans or on specified classes of loans 
during the preceding fiscal year.” 

From the conditions laid down, the 
establishment of a reserve to cover 
losses on loans is compulsory, but sub- 
sequent allocations are determined by 
the members. Some reference should 
be made to the Credit Union Mutual 
Aid Board, and its interest in the al- 
location of surplus. Several years ago 
two credit unions found themselves 
in difficulties because of defalcations 
which exceeded their fidelity bonds. 
These two credit unions had no 
source of money to turn to in order 
that they could have time to restore 
their losses. Subsequently the credit 


unions as a group voted to set aside 
5% of their net earnings into a sep- 
arate fund which would act as a 
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central insurance fund against the un- 
foreseen. Regulations covering the 
operation of the Board and the type 
of help which can be given are 
clearly stated in the Act. 


THe Avupir REPORT 

The standard by-laws set out in 
general form the duties of the auditor. 
Based on these by-laws the registrar 
has prescribed what might be called 
a minimum audit program or guide as 
to the audit work necessary. There 
has been no attempt made to lay 
down procedure for the auditor or to 
tell him what to do. The extent of 
coverage is left largely to the discre- 
tion of the individual auditor and will 
depend largely on the conditions he 
finds in the course of his work. The 
by-laws require that he shall report 
to the members based upon the audit 
conducted by him which shall include 
the following statements: 

(a) Whether or not he obtained all 
the information and_ explanations 
required; 

(b) Whether, in his opinion, the 
statement of assets and liabilities and 
income and expenditure referred to in 
the report is properly drawn up so as 
to exhibit a true and correct view of 
the state of the credit union’s affairs 
according to the best of his informa- 
tion and the explanations given, and 
as shown by the books of the credit 
union; and 

(c) Whether, in his opinion, all 
the transactions of the credit union 
that have come to his notice have 
been within the objects and powers of 
the credit union. 

The registrar may from time to 


time require the auditor to include in 
his report to the credit union inform- 
ation respecting such matters as the 
registrar may deem necessary. Hence 
it will be readily seen that a thor- 
ough understanding and knowledge 
of the Credit Union Act and standard 
by-laws is necessary in conducting an 
audit of a credit union. 


Credit Unions and Income Tax 


Credit unions are exempt from in- 
come tax under conditions laid down 
in the Income Tax Act. These are that 
it be restricted to carrying on busi- 
ness in one Province and that it de- 
rive its revenue primarily from: 

(a) Loans made to, or cashing 
cheques for, members residing within 
the Province, 

(b) Bonds of, or guaranteed by, 
the Government of Canada or a Prov- 
ince, or 

(c) Loans made to a cooperative 
credit society of which it is a mem- 
ber. 

In conclusion here are some statis- 
tics quoted in a progress report issued 
by the Department of Cooperation 
and Cooperative Development as of 
March 31, 1955, which is the most 
recent report issued. From the com- 
mencement in 1937 up until that date 
credit unions had made loans totall- 
ing in excess of $100 million of which 
approximately $19 million was out- 
standing. At that date there were 
some 77,000 members of . credit 
unions, in relation to a population of 
about 850,000 in the Province. It can 
rightfully be said that credit unions 
have moved into the realm of big 
business. 
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Accounting for Life 
Insurance Companies 


M. E. BRADSHAW 


THE AMOUNT of interest shown by 
accountants in the accounting records 
of life insurance companies appears 
to be small when compared with the 
size of the companies’ transactions. 
If an accounting student desires any 
technical information on life insur- 
ance accounting, he must make an 
exhaustive search and will likely find 
that the references are in most cases 
brief and of little practical help. 


The Significance of Astronomical 
Figures 


It is surprising to hear the com- 
ment which is sometimes made that 
life insurance statements should be 
revised because they do not disclose 
the results of the companies’ opera- 
tions and they contain a number of 
technical phrases which have no 
meaning to those outside the busi- 
ness. At times the life insurance in- 
dustry is accused of quoting figures 
which, because of their size, are un- 
intelligible to a large majority of 
people. While it is true the figures 
are extremely large, they can be re- 
lated to other factors in the country’s 
economy and thereby provide a clear 
indication of their place in the over- 
all business picture. For instance, 
the statement that at the end of 1954 


there were six million people in 
Canada who held one or more life 
insurance policies takes on new mean- 
ing if it is also stated that this repre- 
sents 40% of our total population and 
that the number has more than 
doubled since 1925. 


The total amount of insurance in 
force at the end of 1954 was $24 bil- 
lion. According to The Financial 
Post of July 9, 1955, the figure is now 
$25 billion, which is nearly six times 
the amount in force at the end of 
1925. For 1954 the $24 billion total 
is almost the same as the figure for 
the Gross National Product which 
was given by the Minister of Finance 
at the time he presented his budget. 
To put this extremely large figure in 
relation to the country’s economy as 
a whole, a further comparison may be 
made with the national income. At 
the end of 1954 in Canada the amount 
of insurance in force amounted to 
115% of the country’s national income. 
This, by the way, is the highest per- 
centage of national income in any 
country; the United States is in sec- 
ond place with 100%, New Zealand in 
third place with 73% and the United 
Kingdom in fourth place with 512%. 


The amount of money invested by 
the. people of Canada in life insur- 
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ance continues to grow. As announc- 
ed in The Financial Post of July 9, 
1955, Canadians bought $273.5 mil- 
lion new life insurance during May, 
which is an increase of 8.8% over the 
comparable 1954 total of $251.3 mil- 
lion. With these comparisons in mind, 
it is easier to comprehend the mean- 
ing of the statement that the life in- 
surance assets in Canada for all 
federally registered companies at the 
end of 1954 amounted to slightly 
more than $5.2 billion and that the 
total income of the companies for the 
year exceeded $920 .million. 


Outdated Data 

Considering these figures, one must 
come to the conclusion that the life 
insurance industry is an important 
feature of the country’s economy and 
that it deserves more consideration 
from those engaged in accounting 
work than it has received in the past. 
There is a great lack of detailed in- 
formation about it and the whole sub- 
ject is generally coloured by such text 
book expressions as: 

“Life offices are governed—so far 

as the form of their accounts is 

concerned, and in many other res- 
pects of less immediate interest to 
the auditor—by the Assurance Com- 

panies Act, 1909.” 

Or - 

“The accounts should be drawn up 

in the form prescribed by the As- 

surance Companies Act, 1909.”* 

It is interesting to note that this 
last quotation taken from the book 
published in 1921 is almost identical 
with one shown in a 1952 edition by 
the same authors. 


1 “Auditing — A Practical Manual for Audi- 
tors”, by Lawrence R. Dicksee, M.Com., 
F.C.A., published by Gee & Co. Ltd., 
London, England, 1922 


Text books published in the United 
Kingdom still refer to the Assurance 
Companies Act of 1909 and would 
lead one to the conclusion that no 
changes have been made in this Act 
for at least the last 40 years. In point 
of fact, several changes have been 
made in The Canadian and British 
Insurance Companies Act and in the 
last year the form of statement pres- 
cribed has been completely revised. 

To obtain any real source of in- 
formation on life insurance account- 
ing, it is necessary to turn to the in- 
dustry itself. A very complete text 
has been written by E. C. Wight, 
Budget Director of the Mutual Life 
Insurance Company of New York en- 
titled “Life Insurance Statements and 
Accounts”. The other main source of 
information lies in the papers and 
courses provided by the Life Office 
Management Association which con- 
ducts examinations for employees of 


the industry. 


Rigid Supervision of Companies 
The fact that the industry is close- 
ly supervised and controlled by gov- 
ernments in various countries has no 
doubt been one of the reasons for the 
apathy on the part of accountants, 
with the exception of those actively 
engaged in the audit of a life insur- 
ance company. In Canada all of the 
federally registered companies are 
operating in accordance with The 
Canadian and British Insurance Com- 
panies Act and are subject to super- 
vision by the Canadian Insurance De- 
partment. Actually no other business 
in the country is so closely supervised. 
Periodic examinations and audits are 
2 “Practical Auditing”, by Ernest Evan 
Spicer, F.C.A., and Ernest C. Pegler, 
F.C.A., published in London, England, 
by H. Foulks Lynch & Co. Ltd. in 1921 
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conducted by the Department of In- 
surance at intervals ranging from 
three to five years. If the Canadian 
company is doing business in the 
United States, examinations are con- 
ducted periodically by the States in 
which it is operating. In addition 
there are regular auditors appointed 
by each company. 


Prescribed Form of Statement 


There is no doubt that the form of 
statement prescribed by the Depart- 
ment of Insurance has had a consider- 
able effect in the past upon the form 
of statement published by individual 
companies. The returns which must 
be made are in a form applicable to 
all companies, and they clearly in- 
dicate that the company’s affairs are 
being carried out in accordance with 
the requirements of the Act. 


For the year ending December 31, 
1954, nearly every Canadian life in- 
surance company published a state- 
ment of profit and loss which tied in 
with the accompanying balance sheet. 
The statement used previously con- 
sisted of a cash account showing re- 
ceipts and disbursements and ended 
up with a figure which could not be 
tied in to the published balance sheet. 
This form of statement was open to 
criticism and most certainly received 
it. However, at the end of 1954 the 
Department of Insurance changed its 
requirements and practically all the 
companies then put themselves on a 
more modern accounting basis. 


Of course, many people do not 
realize that even before the Depart- 
ment revised its statement, a number 
of companies had replaced the old 
cash account with a profit and loss 
account which showed the earnings 
for the year. 


Some Recent Changes 

The changes which were made in 
the annual returns to the Department 
were the result of the study of a spe- 
cial committee on companies’ state- 
ments appointed by the Executive 
Committee of The Canadian Life In- 
surance Officers Association in Octo- 
ber 1945. This committee was ap- 
pointed because of the dissatisfaction 
of the companies in continuing to use 
a form of statement which had been 
designed nearly 40 years earlier and 
had remained unchanged during that 
period, and which did not show a 
clear picture. It was felt that while 
the government form gave a wealth 
of information, statements drawn in 
conformity with it were not under- 
stood generally because the form was 
entirely different from that used by 
other businesses and contained a num- 
ber of technical terms peculiar to the 
industry. There was also the desire 
to have the companies’ published 
statements conform as closely as pos- 
sible to the statements supplied to 
the Department of Insurance. 

This committee has been work- 
ing for a long time and has numerous 
problems to meet. It works in co- 
operation with the Department of In- 
surance and the final form of state- 
ment as prescribed for the 1954 re- 
turns was drafted by that department. 
The work of the committee has not 
yet been completed and further mo- 
difications and changes may be made 
in the future. 

One of the major changes in the 
statement was to use a form of re- 
venue account to replace the previous 
cash account, and the final form of 
statement prescribed discloses the 
earnings of the company for the year 
and their allocation. 

The new statement is a profit and 
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loss account for the year’s operations 
and has been published by the com- 
panies in such a way that it should be 
readily understood by anyone accus- 
tomed to reading financial statements. 
There is no uniformity in the head- 
ings and subheadings as between 
companies. A considerable amount of 
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confusion exists as to proper terms 
and each company has its own ideas 
In the government return it is broken 
into two parts — Revenue Account 
and Reconciliation of Surplus. 

Some of the variations in the pub- 


lished statements for the year ending 
December 31, 1954, are as follows: 


1. The Year’s Transactions 
WE RECEIVED WE PAID OR SET ASIDE FOR FUTURE 
PAYMENT 
$ —— Bi eek 
Increase in unassigned surplus held as 
an additional protection for policy- 
———= holders and beneficiaries $ —— 
2. Statement of Income 
Income Use of Income 
$ — $ —— 
For use as shown in the statement of 
$ — surplus $ 
Statement of Surplus 
Surplus Use of Surplus 
J ste —_— 
Reserved surplus December 31, 1954, 
.$ — carried forward to the balance sheet .. $ 
3. REVENUE ACCOUNT 
Income Disposition of Income 
PsN ee ike $— $ —- 
.$ —— Increase in general surplus .... $ 
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4. SUMMARY OF 1954 OPERATIONS 
Income 
RENAE ANT po SPST i act oars Wistert iat a Sane ode $ — 
ac nas alate enna t mini AR Ge eg ene oats Ut had te cose ok -—— $ 
Amounts paid or set aside for future payment 
abs Ceased bata eae of teak 0 4 wns od BR natice nie le $ — 
so RGR Gat RON Ne ee gae este eane oExhd ak ane ect ie eel Rien ws -— $ 
Balance added to surplus funds $ 
Surplus funds at beginning of year ........................ $ 
Surplus funds at end of year ................... $ 
5. STATEMENT OF OPERATIONS AND SURPLUS 
Revenue 
PS ct ad eet Bik Gc Ss evs AOL Io x i. Bes oes Mie tates .$ — 
—- $ 
Expenditure 
.$ — 
—_ _ $ 
Net revenue from operations .........................-..4.. $ 
Surplus, December 31, 1953 ... Vata tase ee 
$ 
Appropriations 
uBR ch Nae Yaoi cie ds vara er Band tars 4: Sods Gedy rch bn Seg ce eSNG $ — 
Sanpiis;. December Gly A008) ccce occa ccneleesnvea acess sens $ 


These are only a few examples but 
they give an indication of the varia- 
tions used in the descriptions of the 
new revenue account. There are no 
old and tried phrases that can be 
used for a number of the transactions 
which must be shown to arrive at the 
new revenue or profit from the year’s 
operation for an insurance company. 


There are, of course, a number of 
transactions which apply to the life 
insurance industry only and would 
not appear in statements of ordinary 
commercial firms. The increase in 


the policy reserves which must be set 
up each year, for example, is a sub- 
stantial amount appearing in the ex- 
penditures. It is an actual appropria- 
tion which must be made, taking into 
consideration when the policy was 
issued, the type of policy, mortality 
rates, etc., and is part of the year’s 
cost of operation. The amount of di- 
vidends paid to policyholders and the 
provision for policy dividends to be 
paid in the future are shown in some 
cases under expenditures and in 
others under appropriations. The net 
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gain or loss on sale of investments is 
shown either as a profit or loss in 
the year’s operations or as an adjust- 
ment of surplus. In fact, there are 
still a number of decisions to be made 
before a completely satisfactory form 
of profit and loss statement is devised. 


In addition to the major change 
from a cash to a revenue basis made 
last year in the returns to be filed 
with the Department of Insurance 
other changes were also introduced. 
In the old form of statement, divi- 
dends left on deposit and deposits to 
pay future premiums were shown as 
income or receipts, while in the ap- 
plication of these funds for the pur- 
pose for which they were left on de- 
posit, they were shown as payments 
or expenditures. In the new form 
there is a single entry representing the 
interest credited to such accounts. 
Another change was the provision 
for the deduction of investment ex- 
pense from investment income, bring- 
ing out the net investment income 
under revenue instead of showing the 
gross income from investments as re- 
venue and including the investment 
expense with other expenses. 


While the new statement indicates 
that the accounts of the companies 
are kept on a revenue basis, this is 
far from being the fact. In the op- 
erations during the year very few of 
the companies are accounting for 
their premium income on a revenue 
basis. 
do not account for their investment 
income on a revenue basis and ex- 
penditures during the year are also 
treated on a cash basis. Improve- 


ments are being made in some com- 
panies to put their accounting re- 
cords on a revenue basis throughout 
so that the operations during the year 
will be on a basis similar to that used 








A large number of companies 


in the statements. Some of the com- 
panies already have — and have had 
for some time — their investment in- 
come on a revenue basis. Some are 
in the process of placing their 
premium income on a revenue basis 
and some are setting up a regular 
accounts payable record. 


Topics for Study 

There is no doubt that much could 
be done to improve the accounts and 
accounting systems in life insurance 
companies. On the other hand, the 
companies themselves have developed 
methods of accounting for their par- 
ticular requirements which are far in 
advance of those used in other lines 
of business. Some of these which 
have been in use for a long time in 
the insurance companies are only now 
being adopted by firms outside the 
industry. The punched card system 
is an old story for life insurance 
offices but only in recent years have 
commercial firms seen the value of 
keeping records by this method. Life 
insurance companies also are among 
the leaders in experimenting with ap- 
plications of electronics. 


There are a number of interesting 
accounting problems to be met in the 
life insurance industry and they cover 
a wide field. The method of depre- 
ciating fixed assets, the basis of the 
interest calculations published an- 
nually as the earned rate on the com- 
pany’s investments, the handling of 
premium billing and accounting, in- 
vestment accounting, claims records, 
deposit accounts, etc. are all interest- 
ing topics for study. 

Life insurance in Canada today is 
big business and its accounts warrant 
more consideration by those in the 
accounting field than they have re- 
ceived up to the present time. 
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New Frontiers for Accountancy 


GEORGE O. MAY AND JOHN LAWLER 


On the eve of his 80th birthday, Mr. 
May gives the editor of The Journal 
of Accountancy his appraisal of the 
future of accounting. This dialogue 
has been reprinted from the June 
1955 issue of that journal. 


Mr. LAWLER: Within a few days, 
Mr. May, you will reach your 80th 
birthday. It occurred to us that we 
ought to come out here and ask you 
a few questions — to acquire a little 
of what you have learned in your 
long years of accounting. How many 
years, incidentally, have there been? 

Mr. May: I entered an account- 
ant’s office in England 63 years ago. 

Mr. Lawter: Well, looking over 
the present state of accounting with 
the perspective gained from such long 
experience, what would you say is 
the most vital task before the profes- 
sion today? 

Mr. May: There’s no doubt in my 
mind about that. Our biggest job is 
to re-examine the basic assumptions 
upon which we now operate. Ac- 
counting, you know, is governed by 
conventions—conventions that should 
meet the needs of the public and 
should be in harmony with the social 
and economic system in which they 
exist. When I first entered account- 
ing 63 years ago, the thinkers of the 
profession were seeking to accomplish 


this objective by encouraging the use 
of double-entry accounting and the 
acceptance of the idea that income 
was the excess of revenues over costs 
— including depreciation, which was 
then a new concept. 


Mr. Law er: But now the times 
have changed? 

Mr. May: Yes, the times have 
changed, and we must change with 
them. The American Institute of Ac- 
countants in 1938 indicated this need. 
The first accounting research bulletin 
says: “The uses to which the cor- 
porate system is put, and the controls 
to which it is subject, change from 
time to time . . . and all parts of the 
machinery must be adapted to meet 
such changes as they occur.” When 
I say “we,” incidentally, I am not 
thinking of those accountants who act 
as business consultants or tax advisers. 
I am thinking of the independent ac- 
countants elected to represent in- 
vestors — investors who have no other 
independent means of knowing about 
the corporations in which they have 
placed their money. 


Mr. Lawier: When you talk of 
changes, I assume you are referring 
to the remarkable growth in our in- 
dustrial production. . .the more wide- 
spread ownership of stock. . .changes 
of that sort. 
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Mr. May: Yes; but more than that. 
We have seen a rapid inflation in the 
last decade'or so. It has been checked 
in the last three years, but it seems 
likely to resume. We have adopted, 
in the economic field, a new objective 
of virtually full employment made 
possible by an ever-increasing and 
sometimes artificially stimulated ca- 
pital investment. We have maintain- 
ed taxes at such levels that “tax ef- 
fects” must be considered in relation 
to all but the most routine transac- 
tions. We have adopted pension plans 
for labour and management involving 
current charges far exceeding the 
value of the current services. We have 
increased expenditures for research 
and experimentation — estimates on 
this now run around $4 billion a year 
— which are creating new industries 
and destroying old ones. And, finally, 
we are entering the era of atomic 
power. It would be miraculous indeed 
if our old framework of assumptions 
was adequate to meet the new condi- 
tions. 


Mr. Lawter: What parts of that 
framework, specifically, are you chal- 
lenging? 

Mr. May: Well, I think the three 
most important postulates in ac- 
counting are the monetary postulate, 
the postulate of permanence, and the 
postulate that all income arises at the 
moment of realization. These were 
good working hypotheses to start with 
— even a false assumption can be 
helpful in getting an idea started that 
might never have started otherwise. 
But we ought to recognize that we 
are proceeding on the basis of an 
assumption — and we ought to keep 
checking to be sure conditions haven't 
invalidated it. Take the monetary 
postulate. It certainly fails when 
changes in the value of money be- 


come too important to be ignored. 
When you get such a change, it seems 
to me that three steps should be con- 
sidered. The first is to say: “We are 
still going to adhere to this postulate; 
but we realize that it is not entirely 
valid, and we warn you to discount 
the figures to that extent.” The next 
stage is to say: “We have tried to 
estimate the effects of this currency 
fluctuation and are furnishing you 
with some supplementary information 
about it. However, we are not yet 
prepared to embody this data in our 
formal accounting.” The final step 
might be to say: “Well, we have de- 
cided that the monetary changes have 
now become so significant that we are 
reflecting them in the formal ac- 
counts.” 


Mr. Lawter: Of course, many 
people would say that this would 
only add to the confusion. . .that the 
public doesn’t fully understand even 
the existing conventions of account- 
ing and that any further change 
would only produce chaos. 


Mr. May: Yes, some people do say 
that. But I don’t regard that attitude 
as a really professional one. As a 
matter of fact, I think most ac- 
countants both here and abroad 
would agree that stockholders should 
be kept informed of the impact of 
changing monetary values. However, 
they want it to come from manage- 
ment — with the accountant being 
relieved of the obligation to express 
an opinion on it. Yet most of the 
financial data lies within the province 
of the accountant. I believe he should 
pass upon the information. . .and, of 
course, if it comes directly from him, 
he must assume responsibility for it. 


Mr. LAWLER: But even if the mo- 
netary fluctuations are severe, you 
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have to develop a satisfactory means 
of reflecting them. 

Mr. May: You mean you have to 
be able to implement the concepts 
. . . have to put the idea to work. 


Mr. Lawter: Yes. That proved the 
real stumbling block to agreement 
within your study group on income 
a few years ago, didn’t it? 


Mr. May: That’s right. People seem 
to look for perfect solutions to every 
problem. Well, there just aren't any 
perfect solutions for the problems of 
accounting. Never was one, never 
will be. You see I can go back to the 
days when depreciation was a disput- 
ed concept. Exactly the same things 
were said then about depreciation 
that are being said today about re- 
flecting monetary fluctuations. They 
said: “You can’t measure depreciation. 
If you use the straight-line method, 
you will get a figure of X; if you use 
the diminishing-balance method, you 
will get 2X. If it can be either X or 
2X, it’s no good trying at all.” Now 
they are saying: “So you want to ad- 
just by a price index. Well, one index 
gives you 165; another, 175; still a 
third gives you 190. Since you can’t 
say which index is best, we won't 
take any.” But, surely, the answer to 
that kind of comment is that you 
would be more nearly right if you 
used any one of the indexes than if 
you made no adjustment of the figures 
at all. 


Mr. Law.er: You mentioned ear- 
lier two other postulates — the postu- 
late of permanence and the realiza- 
tion of income postulate. 


Mr. May: Well, there have already 
been many breaches in the realiza- 
tion postulate — and there will be 
more. That fact alone should raise 


a question about its validity. As for 
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the postulate of permanence, discov- 
eries in atomics and electronics are 
obviously going to create new indus- 
tries and render old ones obsolete. 
How are we going to approach this 
dawn of a new era? Throughout the 
accounting research bulletins there 
run suggestions that when capital 
assets cease to be useful, the invest- 
ment in them should be written off. 
But these provisions relate to minor 
parts of an enterprise. There is 
nothing in accounting to say what 
shall be done when the whole enter- 
prise becomes obsolete in the sense 
that it is incapable of earning a rea- 
sonable return on the amount invest- 
ed. Nor is it easy to say how such 
a situation should be handled — be- 
yond emphasizing, perhaps, that book 
balances represent investment only 
and carry no implication of value. 

Mr. Law ter: I gather you do not 
expect the profession to create over- 
night an elaborate system of account- 
ing philosophy. 

Mr. May: No, no. That’s the work 
of generations. Perhaps in time we 
could establish a synthesis of account- 
ing concepts — concepts supported by 
an adequate framework of postulates 
and implemented by sound methods. 
And, of course, the system must take 
into account that the allocation of in- 
come to short periods of time can 
only be artificial. As I said, this must 
be a long-range objective. Meanwhile, 
we should constantly strive to do two 
things: first, we should be aware of 
the conventions of accounting; and 
second, we should strive to improve 
them. 

Mr. LAw.er: How do you improve 
a convention? 

Mr. May: The best illustration I 
know comes from the motion picture 
industry. In the early days of movies 
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no one knew how much a picture was 
going to earn, and so they used to 
say: “We will treat all of the early 
receipts as a return of capital until 
we get our money back; after that, 
it will be all profit.” Now that na- 
turally resulted in some rather spas- 
modic profit reports. Frank Weldon 
Thornton — one of the most brilliant 
members of the profession in the last 
half century — was dissatisfied with 
this. He studied the history of several 
hundred films, plotting their earnings 
by two-week periods, and he dis- 
covered that the amount a film earn- 
ed in its first four weeks gave a fairly 
clear indication of what it would 
earn over its whole life. So he sug- 
gested distributing the earnings on 
such a basis, and that practice be- 
came universal. Well, there was a 
change based on scientific observa- 
tion. It should be a model for future 
progress. 


Mr. Law.er: How do you go about 
creating this new race of accounting 
philosophers? 

Mr. May: We have to begin, cer- 
tainly, by clearing away some of the 
debris of old-fashioned ideas. We 
ought to put a stop, for example, to 
our unfortunate practice of vastly 
overrating our techniques. I read the 
other day that double-entry book- 
keeping was a monumental discovery 

. .that it had been a pivotal point 
in, history. Well, double entry is a 
valuable technique of combined re- 
cording and analysis; but it is only a 
technique. It is no more the whole 
of accounting than a gardening spade 
is the whole of horticulture. 


Mr. Law er: And you would have 
to stimulate some interest in these 
broader philosophic questions. Most 
practitioners are so engrossed in day- 
to-day problems that they can hardly 
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be expected to take a long-range 
view. 


Mr. May: Yes, I think that is a 
serious defect in the organization of 
a lot of accounting firms. Now I as- 
sumed that position in Price Water- 
house in 1926. William Bynner Camp- 
bell, who took over executive respon- 
sibility, said to me: “I don’t want you 
to do any work; I just want you to go 
your own way and develop ideas.” 
After a while I became concerned 
that what I was getting from the firm 
was out of all proportion to the 
amount of work I was contributing 
in relation to the other partners. But 
Campbell said: “Don’t worry about 
that; you'll earn your year’s pay in 20 
minutes one day.” Ever since, our 
firm has tried to have someone who 
was aloof from the cares of the day 
and able to devote some time to 
broader questions of accounting poli- 
cy. I’m sure other firms have made 
similar arrangements. More of them 
ought to do so. 

Mr. Lawter: Perhaps a greater ob- 
stacle is that financial reporting to 
stockholders forms only a small part 
of the work of most practitioners. 

Mr. May: That’s true. I am afraid 
that financial accounting has become 
the Cinderella of the accounting pro- 
fession. The other branches relating 
to record-keeping and management 
offer such alluring opportunities for 
monetary savings that they have at- 
tracted the major share of attention. 
Perhaps I’m prejudiced because I 
spent nearly all my professional life 
in this area of accounting — this ser- 
vice on behalf of the unknown in- 
But it seems to me to be 
much too important to be neglected. 

Mr. Lawter: Do you have any spe- 
cific suggestions on how to get this 
idea accepted? 
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Mr. May: What I would like to see 
now is some large foundation giving 
a grant—a substantial one, say of a 
million dollars — to some educational 
institution for the purpose of creating 
a special department in accounting. 
The department would not be con- 
cerned with the technical details of 
accounting; it would devote itself to 
the broader philosophic questions 

. .to an evaluation of the assump- 
tions which provide the present-day 
foundations of accounting. Incident- 
ally, the English have already done 
this, and I don't like them to be 
ahead of us. Accountants, of course, 
cannot undertake this alone. They 
have no autonomous power to begin 
with, and there are a number of other 
groups which have an equally legi- 
timate interest in the problems of 
financial reporting. But this unit 
within a first-class school might bring 
these interested parties together to 
discuss the issues in a philosophical 
manner. As I said earlier, it is a work 
of two or three generations. But we 
ought to begin it now. Do you re- 
member Justice Holmes’ famous re- 
mark? That it is the mark of a ci- 
vilized man that he re-examines his 
own first principles. Well, I think 
it is also the mark of a mature pro- 
fession. 


Mr. Lawter: Won't all this lead to 
even greater diversity in accounting 
principles? 

Mr. May: Possibly. But that has 
already occurred. As both the world 
and business grow more complex, the 
element of uncertainty in accounting 
becomes greater. Therefore the to- 
lerances within the limits of general- 
ly accepted accounting principles in- 
evitably become wider. Between the 
depression and the outbreak of World 
War II, we made some progress to- 
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ward narrowing the tolerances permit- 
ted in determining income within the 
limits of “generally accepted prin- 
ciples of accounting”. In more recent 
years new conditions — notably in 
the field of taxation — have brought 
about a far greater widening of these 
tolerances, until today it is difficult to 
decide just what significance may be 
attached to the annual accounts of a 
corporation. It seems unlikely that 
this trend will be reversed. 


Mr. Lawter: Well, this is account- 
ing’s old dilemma, the problem of 
reducing the amount of diversity 
without curtailing freedom for pro- 
fessional judgment. 


Mr. May: Yes, that’s right. And 
that’s why I still like the approach 
suggested in the correspondence be- 
tween the Institute and the New York 
Stock Exchange back in the 1930's. 
The idea advanced in those letters 
was that the chief accounting officer 
of a corporation would prepare a 
statement of principles governing the 
accounts of the company. This state- 
ment, approved by the board of direc- 
tors, would be published and kept on 
file for anyone who wanted to see it. 
That would have put everyone on 
notice regarding the principles fol- 
lowed by the corporation. I believe 
it would have led to the rapid elimin- 
ation of undesirable practices. But 
the idea came into conflict with that 
other goal of uniformity. The conflict 
between the two objectives of com- 
parability and individual significance 
is one of the tragedies of accounting. 
And I am afraid it will always be 
with us. 

Mr. LAw.ter: What do you see 
ahead for accounting—say, in the next 
50 years? 

Mr. May: I am sure that account- 
ing, following the course taken by 
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other professions, will develop a num- 
ber of specialties. The medical pro- 
fession, as you know, has already 
created schools for special degrees in 
various branches of medicine or sur- 
gery. That’s going to happen in ac- 
counting too. Moreover, the stature 
of the accountant is certain to in- 
crease. Business has become an ex- 
traordinarily complex affair. The ac- 
countant, either in public practice 
or in industry, who studies the ac- 
counts of a business, acquires an in- 
valuable knowledge of its history. 
When he has studied the histories of 
a number of corporations, he has 
added enormously to his qualifica- 
tions. And the chief accounting of- 
ficer in a company grows steadily in 
importance and is very likely to suc- 
ceed to the presidency or to the chair- 
manship of the board. 


Mr. Lawter: Ernest Breech just 
made it. He was named board chair- 
man of the Ford Motor Company. 


Mr. May: Well, that will happen 
more often in the future. It is already 
pretty common in England. . . . But 
going back to your question. Account- 
ing has so many uses that it is bound 
to be split into different fields. There 
is the accounting related to financial 
rights and obligations. . .the account- 
ing that serves to guide management 
. . .the accounting needed to inform 
investors. . .the accounting required 
for taxation and regulation. It’s a 
very large field. Personally, I made 
up my mind early that I was going 
to concentrate on one or two aspects 
of it—and I am not surprised that 
young accountants do the same today. 
In fact, they would be well advised 
to develop some competence in such 
contiguous fields as engineering, 
economics, or the law. I did that, you 
know. I worked enough with econo- 


mists so that, among lawyers, I could 
pass as a pretty good economist my- 
self. And I worked a great deal with 
lawyers so that I could pass as a 
pretty good lawyer among economists. 
And I used both to great advantage 
in my accounting practice. I think 
that will become more and more ne- 
cessary as time goes on. It’s quite im- 
possible, except for a giant like Win- 
ston Churchill, to be a master in all 
branches of a subject, particularly in 
one as widespread as accounting is 
today. 


Mr. Lawter: There are perils in 
specialization, of course. 


Mr. May: There are. But there are 
perils in everything. The Greeks 
with their “nothing to excess” doctrine 
remain the supreme philosophers. I’ve 
been reading a biography of Ralph 
Waldo Emerson, a great man in many 
ways; but I think one of the defects 
in his character was his over-emphasis 
on self-reliance. You must be able to 
rely on yourself; but it is equally 
important in life to be able to work 
with others. 


Mr. LAWLER: Emerson advocated 
self-reliance, but he rarely practised 
it. He, too, would have been lost 
without his friends. 


Mr. May: Yes, I agree. Thoreau 
was a much more sympathetic charac- 
ter, he lived his philosophy. 


Mr. Law er: One of the specialties 
will certainly be counsel to manage- 
ment, and there are a number of 
hazards in that type of service. Mark 
Eaton in his article in the February 
issue of The Journal of Accountancy 
suggested that it might be worth con- 
sidering whether or not a multiple 
set of ethics should be formulated 
for each of the different functions of 
the accountant. 
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Mr. May: Well, that is the really 
difficult problem. The ethical respon- 
sibility of the independent auditor 
acting for the investor is fairly well 
defined. And it is a really noble 
obligation. Indeed, it is one of the 
things that makes accounting a pro- 
fession rather than a mere craft. Cer- 
tainly, there is a danger of losing that 
quality as a result of this expanding 
service to management. 

Mr. Lawter: A lot of people are 
concerned about it. 

Mr. May: On the other hand, it is 
perfectly logical for an accountant to 
be involved in management problems. 
After all, the man who plans an audit 
program must have an initial know- 
ledge of the industry as well as a 
firm grasp of accounting. This makes 
him the natural person to advise man- 
agement on improvements. In that 
sense, there is no conflict. The con- 
flict might arise when his advice turns 
out to be wrong. But, of course, that 
sort of conflict exists in a lot of areas 
—the tax field, for example. Life is 
full of such problems. 

Mr. Law_er: That suggests that a 
happy resolution of the profession’s 
problems will pretty much depend on 
character. 

Mr. May: That’s right. I was in- 
terested to hear a story the other day 
from a man who had just talked to 
President Eisenhower. The President 
had been seeing a group pleading for 
more federal aid for the education of 
engineers and scientists. They based 
their plea on the fear that we might 
be falling behind the Russians. The 


President replied that he'd take a 
chance on that if his visitors would 
tell him how to build a band of moral 
philosophers who would solve the real 
problems of the day. I think he’s 
right: there is always room for men of 
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outstanding character. Certainly, the 
accounting profession has had them 
—two of my older partners, for in- 
stance, Dickinson and Sterrett. 


Mr. Law ter: Yes, they were great 
men, living in an exciting period. 

Mr. May: I count myself lucky to 
have known them. In fact, I would 
say that I have been a fortunate ac- 
countant rather than anything else. 


Mr. Law.er: Well, some people 
make good fortune. 


Mr. May: That reminds me of an 
old story about Baron Rothschild who 
was interviewing an applicant for a 
job. The man’s employment record 
was not too impressive, and Roths- 
child told him so. “Well,” said the 
man, “I’ve been unlucky.” And Roths- 
child said: “I have a policy of hiring 
only lucky men.” I have been for- 
tunate, there is no doubt about it. In 
time, in place, in friends, in every- 
thing. 

Mr. Lawter: It was certainly a 
pioneering time—those early years. 
I’ve been reading some old issues of 
The Journal in preparation for the 
magazine’s 50th anniversary number 
in November, and I find many of the 
articles are filled with the excitement 
which comes from exploring new 
frontiers. 


Mr. May: But this present day is 
just as much a pioneering time. Some 
historians, you know, relate the pro- 
gress of nations with the changes in 
the source of power, and accounting 
history can be traced the same way. 
We moved from animal power to 
steam, from steam to electricity, from 
electricity to internal combustion en- 
gines, and each of these opened up 
new frontiers for accounting. Now 
we are about to enter the greatest era 
of all, the age of the atom. The pro- 





304 





found changes which will be wrought 
by this new source of power will de- 
mand as much new thinking on the 
part of the accountant as was required 
of him in the earlier periods. Perhaps 
more. The critical fact about ac- 
counting today is that its environment 
has changed more in the last 25 years 
than it had in the preceding 75 years, 
and it changed more in those 75 
years than in the previous 100, and 
more in that 100 years than in the 
previous ten centuries. The world al- 
most appears to be revolving at a 
faster pace. And accounting must be 
prepared to adjust itself with far 
greater rapidity. 

Mr. Lawter: And develop men of 
strong character? 

Mr. May: Yes, nearly every prob- 
lem comes back to that. You have to 
be willing and able to stand up to 
clients. I don’t mean you should ever 
try to override management’s judg- 
ment as long as it does not jeopardize 
your own independence as a profes- 
sional man. You don’t want to substi- 
tute for management and assume its 
responsibilities. And this policy of 
independence is richly rewarding in 
the long run. I have said to an asso- 
ciate when going to a conference: 
“Well, we will soon have a _ better 
client, or one less client.” Most of the 
time we had a better client. Nothing 
has impressed me so much as when a 
very important client of the firm said 
to me shortly after the death of one 


of our partners: “That man could say » 


‘no’ with more charm and conviction 
than anyone I have ever known. The 
real services your firm has done for us 
in recent years are the things that he 
refused to let us do.” 

Mr. Lawter: Cultivate the ability 
to say “no.” That could make a fine 
motto for some accounting school. 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1955 


Mr. May: The ability to say “no” 
— and the authority to get it accepted 
without ill feeling. We lost very little 
business by taking a firm stand, and 
we gained quite a lot. I remember 
one of our neighbors out here who 
kept insisting that we ought to take 
his work. I said we didn’t want to 
disturb his present relations. But 
finally he came to me and said that 
we had to take his job. I asked him 
why. “Well,” he said, “our present 
auditors raised a question with our 
people about inadequate provisions 
for something or other, and they were 
right, but they let us talk them out of 
it. I’ve got no use for accountants 
who permit themselves to be talked 
out of something when they know 
they're right.” 

Mr. LAwLer: Some young practi- 
tioners might say that such a policy 
is all right for a large firm, but they 
can’t afford to offend a big client. 

Mr. May: Well, the big firms of 
today weren't always large firms. In- 
tegrity is a personal matter—and a 
big practice is not always the best. 
The first announcement I made to the 
staff when I became senior partner 
was that I was not looking for a big- 
ger practice. All I wanted was a 
better one. 

Mr. Lawter: And look what hap- 
pened—you got both. 

Mr. May: We did indeed, we did 
indeed. It sounds like a bromide to 
say that courage and integrity will 
do more for you in the long run than 
an accommodating disposition; but 
these copybook maxims often contain 
a lot of truth. 

Mr. LAWLER: Let me turn to a per- 
sonal matter for a moment. When I 
was out here last time, you told me 
you were writing your autobiography. 
How’s it going? 
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Mr. May: Well, I’m still writing it. 
But I’m afraid that I get too absorbed 
in current issues that seem to me to 
be more important than the book. At 
any rate, they distract me from the 
job. I have to admit, too, that I find 
writing increasingly difficult. I re- 
member a story about a writer who 
complained that he didn’t seem to be 
able to write as well as he used to. 
And Oliver Wendell Holmes’ father 
replied: “You're not writing any less 
well; your taste has just improved.” 
Maybe that’s what is happening to 
me. 


Mr. Lawter: Thanks very much, 
Mr. May, for letting me come out. 


Mr. May: Well, I hope you got 
what you were after. I have welcom- 
ed the chance to talk to you because 
I think the accounting profession has 
to face up to a number of basic issues. 
I believe we ought to discard such 
ideas as that accounting is concerned 
only with transactions that must be 
recorded only in terms of the current 
medium of exchange. We _ should 
break with the tradition that balance 
sheets reflect values and present them 
(or more efficient substitutes for 
them) frankly as reports of invest- 
ment. This would clear the way for 
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a revision of terminology, which to- 
day suffers from a lingering desire to 
attach to the balance sheet a signifi- 
cance that we know it doesn’t pos- 
sess. We should accept, as I said 
earlier, an obligation to see that stock- 
holders are furnished with adequate 
information of a financial character 
which has a material bearing on the 
extent to which their investment is 
being conserved or increased. And 
until we are prepared to embody any 
part of this information in formal ac- 
counts, we should assume reasonable 
responsibility for its presentation in 
supplementary form. Above all, we 
should recognize the important part 
played by custom and tradition in 
the development of accounting — and 
realize the dangers of adhering to 
those conventions after they have 
ceased to serve their purpose. Jurists 
and philosophers have long done this 
in terms of the law. It is a sign of 
maturity to do so — to admit the 
magnitude of your unsolved problems 
and to organize effectively for their 
solution. Let us follow the example 
of the other professions in making 
this admission and in making this 
effort. If we do, we will have con- 
vincingly proved that accounting has 
come of age. 





Cominco Operations 


A. M. MURRAY 


Tue ConsoLwaTED Mining and Smelt- 
ing Company was incorporated in 
1906 to consolidate the operations of 
the smelter at Trail, B.C. and certain 
mines in the surrounding country. 
The smelter was originally built in 
1895-1896 to treat the copper-gold 
ores of the Rossland mines, a few 
miles west of Trail and it is of interest 
to note that Canada’s first gold bar 
was poured at Trail in 1897. The 
man who built the original smelter 
was one of the most colourful figures 
of American mining, Fritz Heinze of 
Butte, Montana. It was the money he 
received from the sale of the smelter 
and certain railway interests to the 
C.P.R. in 1898 that enabled him to 
play his part in the monumental fight 
for control of “the richest hill on 
earth”, the copper mines of Butte. 
Ranged on one side in this battle 
were Marcus Daly and the Stand- 
ard Oil Company, in the guise of 
the Amalgamated Copper Company 
(later the Anaconda Copper Mining 


Company) and on the other side 


Heinze and William Andrews Clark. 
Daly died in 1900, having disposed of 
many of his interests to Amalgamated 
before that time, and Clark subse- 
quently deserted Heinze by selling 
out to the same company. Heinze 
was finally broken by the Standard 
Oil group and died at 45. Daly and 
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Clark had interesting lives and both 
died extremely wealthy, having play- 
ed large parts in the development of 
Montana and the West, often in their 
own peculiar and unscrupulous ways. 
The whole story is well told in “War 
of the Copper Kings”, by C. B. Glass- 
cock. 

The Consolidated Mining and 
Smelting Company (commonly called 
Cominco) no longer produces cop- 
per, except in an intermediate form, 
but now operates the largest lead- 
zinc metallurgical plants in the world 
at Trail and the biggest lead-zinc 
mine and concentrator, the Sullivan, 
at Kimberley, B.C. Among by-pro- 
ducts of the metallurgical plants at 
present are silver, gold, cadmium, bis- 
muth, indium, antimony and _anti- 
monial lead. The company operates 
three other base-metal mines in B.C., 
one foreign base-metal mine, and a 
gold mine at Yellowknife, N.W.T. 

From the sulphur by-products of 
the metallurgical plants large quan- 
tities of sulphuric acid are produced. 
A small portion of this is sold but most 
of the production is used in the manu- 
facture of chemical fertilizers. The 
company has large ammonia plants at 
Trail and Calgary. Some of this 
ammonia is sold directly as a fertil- 
izer, but the greater part is combined 
with sulphuric acid and with phos- 
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phoric and nitric acids in various 
ways to make four other types of 
chemical fertilizer — ammonium sul- 
phate, ammonium phosphate, am- 
monium phosphate-sulphate and am- 
monium nitrate. The phosphate rock 
necessary for making phosphoric acid 
is obtained from subsidiary company 
mines in Montana. A third fertilizer 
plant was recently built at Kimberley. 

The company operates certain 
small properties producing fluxes; has 
extensive holdings of land and min- 
eral claims, some of which are being 
actively developed; controls a num- 
ber of subsidiary mining and other 
companies and operates, together 
with subsidiaries, _ hydro - electric 
power plants having an_ installed 
capacity of 638,600 h.p. 


Accounting Organization — General 

The head office is in Montreal, but 
the main accounting office of the com- 
pany is in Trail, where the accounts 
of the various branches are consoli- 
dated and the principal financial re- 
ports are prepared. 

Each operating centre of the com- 
pany is normally a separate branch 
office. The metallurgical and fertil- 
izer plants in Trail have offices sep- 
arate from the main accounting office. 
Operations of subsidiaries are treated 
as branches where it is logical and 
feasible to do so. Transfer of pro- 
duction and equipment between 
branches is normally at cost. Of 
course, where a subsidiary company 
or an outside interest is involved, 
transfers are generally at market 
value. 

Normally it may be said that im- 
prest bank and cash accounts, de- 
ferred charges and credits, and small 
liability accounts are the only real 
accounts kept on branch books. Plant 
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and property additions are closed to 
the main office at the year-end. Pay- 
rolls are kept at branch offices and 
wages are paid from them through 
imprest bank accounts. The main 
work of most branch offices is prep- 
aration of the cost accounts and re- 
ports. Most metal sales are accounted 
for at Montreal, and fertilizer sales 
at Trail and Calgary, although local 
sales may be recorded elsewhere. 


Aspects of Cost Accounting 
GENERAL 


Throughout the company, cost ac- 
counts are numbered on the decimal 
system. In the usual way, the figures 
before the decimal indicate a main 
classification and those after the de- 
cimal a sub-classification. In addition, 
certain prefix numbers are used to in- 
dicate the nature of a charge to a 
code — whether operating or repair 
labour, or supplies, power, fuel or 
steam, or miscellaneous. For instance 
4.913.1 on a material requisition 
would indicate an item used to re- 
pair (4.) the thickeners and filters in 
the Tadanac concentrator (913.1). 


Cost account details are tabulated 
on “collection sheets”, which are 
simply double-cap sheets ruled so that 
each code has a number of rows. 
There is a separate column for each 
class of expense. Entries in journals 
are only under a few principal classi- 
fications; for instance, in the metal- 
lurgical plants journal columns would 
be headed .4 for zinc department, .5 
for smelter, and so forth. The details 
of charges are picked up from the 
supporting media and tabulated on 
the collection sheets, which serve as a 
basis for making up the various cost 
statements. These sheets are kept for 
two years only. 
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Cost STATEMENTS 


Cost statements usually take the 
form of what are known as “Cost and 
Variance” statements. These are the 
fairly familiar form of statement 
showing a comparison of actual with 
budgeted total and unit costs for the 
period and year-to-date and the vari- 
ous variances. Certain other informa- 
tion — production, key personnel, de- 
tails of miscellaneous charges and so 
on — is shown as well. These state- 
ments are prepared in detail for the 
supervisors in the various cost centres 
and also in summary form for the use 
of the more senior personnel and are 
standard throughout the company 
and some of its subsidiaries. Other 
cost statements are prepared for vari- 
ous distributable service centres, 
showing actual costs only. A man- 
agement report on the highlights of 
the month’s activities is prepared by 
the supervisor of budgetary control. 
(The calendar month is the account- 
ing period in Cominco. ) 


PAYROLL PROCEDURES 

Cominco and its subsidiaries have 
approximately 7,700 employees. In 
Trail and Kimberley the payroll dis- 
tributions are done by tabulating ma- 
chines, which also handle the staff 
salary roll for the company. At most 
mining properties and in certain of 
the metallurgical plants, an average 
dollar rate is used in making payroll 
distributions. This average rate is 
arrived at simply by dividing the total 
applicable payroll dollar amount by 
the total hours. The payroll dollar 
amount is what is known as the 
“loaded” amount. Certain fixed per- 
centages are added to the base dol- 
lars representing provisions for holi- 
day and vacation pay, compensation, 
unemployment insurance, pension 
fund, and other items. The hours are 
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distributed and balanced daily. At 
larger operations, daily distribution 
reports are prepared and independ- 
ently checked for obvious errors aris- 
ing from errors in the original media 
such as non-existent codes or work 
orders. The use of average rates 
is being considered at other opera- 
tions, which now work out and bal- 
ance their distributions in dollars 
daily. 


CONTROL OF STORES 


At Cominco, the control of stores 
and warehousing is a function of the 
purchasing division. The details of 
the invoices, after the necessary ap- 
provals, are entered on “price sheets” 
— a form of stores journal — whence 
they are posted to stock cards. Price 
sheets are used at all Canadian opera- 
tions and those concerned feel that 
this intermediate step affords a ready 
reference and better control than di- 
rect posting from invoices. Fifo is 
the basis of pricing issues. At the 
larger operations the material distri- 
bution is done by tabulating ma- 
chines, the cards being punched from 
manually priced and extended re- 
quisitions. At October 31 of each 
year the stock cards are extended to 
show the amount on hand (issues are 
entered on the cards only as quanti- 
ties and no extension is made at the 
time). The aggregate of card totals 
is then compared with the ledger bal- 
ance and any necessary adjustment 
made. At other month ends a re- 
conciliation is made between the led- 
ger balances and the theoretical ag- 
gregate card balances. Stores are di- 
vided into quite a number of divis- 
ions, for example “operating materi- 
als”, “maintenance spares”, and so on. 
This procedure is found to afford 
better control and greater ease of re- 
conciliation. Throughout the year, 
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continuous physical checking goes on 
and adjustments are made each 
month for discrepancies found be- 
tween physical quantities and the 
cards. 


TREATMENT OF OVERHEAD 


Practically all overhead is appor- 
tioned to operating centres, ultimate- 
ly to become part of the cost of fin- 
ished products. Shop-work and ser- 
vices are distributed to operating cen- 
tres on the basis of usage or in some 
other equitable manner. Where tab- 
ulating equipment is available it is 
used in making most of such distribu- 
tions. Almost invariably a fixed rate 
is used which is adjusted from time 
to time as necessary; differences be- 
tween costs and charges distributed 
are carried forward. Other local over- 
head is distributed on the basis of 
labour dollars. General company over- 
head is distributed to each branch on 
a per capita basis. Overheads of the 
research and development, mining 
and geological divisions, and con- 
struction overhead are distributed on 
special bases. No charge for depre- 
ciation or depletion is included in 
overhead; these charges are put 
through the main office books as year- 
end entries. 


OruHerR Costinc AREAS 


Some aspects of costing peculiar 
to the industry may be of interest. 
For example, the treatment of expend- 
itures on mines prior to production 
has been laid down as follows: Prior 
to production, development expendi- 
tures other than for stope preparation, 
but including the cost of temporary 
buildings and equipment, are capital- 
ized under one heading, which with 
other like expenditures are carried 
forward on the main office books from 
year to year and written down by an 
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annual provision for depletion. Stope 
preparation is carried forward on the 
branch books as a deferred charge 
and written off to the cost of produc- 
tion from the stopes concerned. After 
production commences, all current 
development is written off to operat- 
ing costs. The only underground costs 
which are capitalized are shafts and 
main haulageways, also _ stations, 
equipment, etc. forming integral parts 
of them. 


The breakdown of total costs as 
between different types of concen- 
trates produced by one mill is of 
necessity arbitrary. At Cominco op- 
erations it is done on the basis of re- 
coverable pounds of metal in each 
type of concentrate produced in the 
period, this poundage being worked 
out by applying standard recovery 
figures to the total metal quantities re- 
vealed by assay. 

The use of reserve or “suspense” 
accounts was briefly referred to above 
in connection with costing shop-work 
and services. This principle is ex- 
tensively used throughout Cominco 
costing. Where predictable, provisions 
for repair, equipment and other costs 
are made monthly. 


Aspects of Metallurgical Accounting 


This term embraces accounting for 
receipts, usage and inventories of raw 
materials at the metallurgical plants, 
the computation of metallurgical re- 
sults, and the preparation of operat- 
ing profit and loss statements for each 
saleable material and for each plant. 


Concentrates and ores received can 
be divided into two main categories: 
company material and material re- 
ceived from other or custom shippers. 

So far as custom material is con- 
cerned, there will be a cost for each 
value paid for. Treatment charges 
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are credited to the principal value. 
The metallurgical plants at Trail are 
divided into two main departments: 
the lead smelter and refineries where, 
principally, lead and silver are re- 
covered and refined, and the zinc de- 
partment where zinc and cadmium 
are the principal products. Because 
most materials contain values treated 
in both departments, this means that 
the cost of custom material must be 
split and charged to the separate de- 
partments as treated. 


Company material, on the other 
hand, is generally classified as either 
lead or zinc concentrates and the 
whole cost is charged to one depart- 
ment or the other accordingly. 


INVENTORY VALUATION 


Inventories are in part physical 
each month but for the most part are 
book, subject to periodic and varying 
physical checks. Average cost is the 
basis of valuation. In this latter con- 
nection, Fifo was used until recently, 
but it has been found that the aver- 
age basis has eliminated many detail- 
ed calculations. This basis is used 
throughout the company except in 
the case of gold bullion and phos- 
phate rock mined by a subsidiary in 
Montana. 


It is interesting to note the variety 
of methods used by metallurgical 
companies in valuing inventories. 
Quite often “sold metal undelivered” 
is valued at contract prices. Those 
concerns which adhere to this method 
value unsold metal in varying ways. 
One company values unsold metal on 
the Fifo basis, including apparently 
precious metal and deducting un- 
earned treatment charges. This is a 
refinement that no other company 
seems to feel is warranted but it may 
be attributed to the volume of custom 


business done by this company. An- 
other states its basis for unsold metal 
as simply “lower of cost or market”; 
precious metal is stated at net realiz- 
able value. A third uses a combina- 
tion of average cost and Fifo. A 
fourth values unsold metal at the 
average market price at the time of 
production, or the market price at 
the year-end, if lower. Metal in pro- 
cess is valued the same way, due al- 
lowance being made for costs of fur- 
ther processing. The gross value of 
production is taken into revenue and 
differences between sales prices and 
average inventory prices are charged 
or credited to a reserve for metal 
fluctuations when sales are made. 


Other methods of valuation are 
Fifo, average cost, fixed cost, base 
stock and combinations thereof. 


Custom materials bought by Com- 
inco were until recently paid for on 
spot basis but are now paid for, gen- 
erally, on basis of average quotations 
of the month following receipt. Thus 
some of the speculative losses and 
gains are transferred to the shipper, 
but only some, because most material 
is in process or refined and on hand 
for periods longer than one month. 


“First” Costs 


The raw material or “first” costs of 
the various products, as determined 
by the metallurgical accounting sec- 
tion, are combined with the operating 
costs to provide the bases for prep- 
aration of the various operating state- 
ments. 


To arrive at the first costs, certain 
fairly involved computations in con- 
nection with inter-plant transfers of 
material are necessary. 

In addition to its other work, 
the metallurgical accounting section 
assembles data for and prepares state- 
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ments detailing metallurgical _re- 
coveries in the various processes, pre- 
pares statistical data and key figures, 
passes freight bills and prepares 
claims, and so on. 

A function analogous in some ways 
to metallurgical accounting is per- 
formed in the fertilizer plants. This 
is a form of process cost accounting 
whereby the costs in each intermedi- 
ate process are transferred on until 
the ultimate cost of finished products 
is reached. Shrinkages and losses may 
be said to be “treated by neglect”. 


Accounts Payable 


Payment of accounts is, so far as 
possible, centralized in the main 
office. It might be mentioned that 
purchasing is also centralized at 
Trail, all orders except “field orders” 
for items of a minor emergency nature 
being channelled through there. A 
group of invoices, after the requisite 
approvals and checking, is attached to 
a requisition and forwarded to the 
main office for payment. The invoices 
are later returned to the branch office 
for filing and the requisition is retain- 
ed by the main office as a voucher. 


Bookkeeping machines, rather than 
tabulating equipment, are used to 
carry out the accounts payable 
routine in the main office. Journal, 
distribution card and _ duplicate 
cheque voucher entries are made in 
one operation; there are no cards for 
creditors, the cheque voucher file 
serving as a ledger. Each cheque 
voucher entry and invoice are refer- 
enced to a particular journal page 
and line and the invoices are filed ac- 
cording to this reference. The in- 


voice register of the largest branch, 
the metallurgical operations in Trail, 
is also handled on the bookkeeping 
Tabulating equipment is 


machines. 
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utilized in making certain statistical 
studies of purchases. 


Accounts Receivable 


Each branch handles its own re- 
ceivables and collections. At small 
branches collections are deposited in 
a local bank account to which no 
charges may be made. These ac- 
counts are closed to the main office 
at each month end. 


Fertilizer sales in Canada are prac- 
tically all handled on a consignment 
basis and are made principally on the 
prairies. Consignments from the 
plants must all be accounted for by 
the prairie sales office in Calgary (to 
which the offices in Saskatoon and 
Winnipeg report). Quantities con- 
signed to dealers in Alberta and 
Northern B.C. are recorded in Cal- 
gary on inventory cards posted from 
plant shipping advices and quantities 
sold out of these consigned stocks are 
posted from dealers’ settlements. Con- 
trol cards are kept for various classes 
of fertilizers on consignment in Sas- 
katchewan and Manitoba and the 
balancing detail cards are kept in the 
Saskatoon and Winnipeg offices. Com- 
pany supervisors in the Prairie Prov- 
inces from time to time make physical 
counts of quantities in the hands of 
dealers. Exports of fertilizer are 
normally direct sales to customers or 
agents, as are most sales of metals, 
although some shipments, mainly 
overseas, are regularly made on a con- 
signment basis. 

Prepaid freight charges on fer- 
tilizers consigned to prairie dealers 
are written off to sales by using an 
average freight rate for each Prov- 
ince. This rate is applied to quanti- 
ties on hand in the Province at each 
month end and the balance is written 
off to sales. Prepaid charges on con- 
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signments of metal and on inven- 
tories unsold and in storage or transit 
call for various treatments according 
to circumstances. 


Fairly elaborate precautions are 
taken where precious metals are 
handled. For example, at the gold 
mine at Yellowknife, entry to the 
amalgamator’s room and to the re- 
finery is confined to properly author- 
ized personnel. Places in the mill 
where concentrations of gold occur 
are securely screened. During the 
clean-up of presses and precipitation, 
the mill superintendent or his assist- 
ant must be present, and precipitate is 
placed in a vault in the mill for dry- 
ing. Amalgam, sponge gold and bul- 
lion must be taken to the office vault 
after each operation, where the pro- 
duct is weighed both in and out in 
the presence of the accountant and 
bearer, both of whom initial a weight 
record. In the refinery at Trail com- 
parable precautions are taken in the 
refining, storage and shipping of gold 
and silver. As a matter of interest it 
may be noted that the company’s out- 
put of precious metals in 1954 was 
11,901,184 ounces of silver and 96,395 
ounces of gold. 


An odd problem crops up in the 
case of operations which have a re- 
stricted shipping season. Unless there 


is a market at a fixed contractual price 
for the material produced, it is neces- 
sary to assume that production will 
be sold at current quotations in order 
to arrive at an estimate of the profit- 
ability of the operation. This can be 
quite a deluding assumption, with 
base metal quotations changing as 
rapidly as they have been in recent 
years. 

While tabulating equipment is not 
put to as extensive use in Cominco 
accounting routines as in those of 
some other organizations, it is in- 
teresting to note that it is being used 
more and more for engineering cal- 
culations. Examples of such uses are 
the distribution of recovered metal in 
concentrates produced by the Sullivan 
concentrator to each working place in 
the Sullivan mine, the calculation of 
an average grade of Sullivan ore 
mined, and the calculation of the 
composition of an optimum charge 
to the lead blast furnaces in the 
smelter. 

Of the remaining aspects, some, 
such as budgetary control of operat- 
ing costs, follow a fairly standard pat- 
tern, while others, such as taxation 
matters, are more or less peculiar to 
the company itself. For the sake of 
space and of interest, both groups 
have been omitted and only the high- 
lights treated in this article. 
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Canadian Tax Foundation 


Seventh Report to the Sponsoring Associations 


Submitted on behalf of the Board of Governors of the 

Canadian Tax Foundation to the Taxation Section of the 

Canadian Bar Association and to the Council of the 

Canadian Institute of Chartered Accountants at their re- 
spective annual meetings in 1955. 


We transmit herewith for your in- 
formation the Ninth Annual Report 
of the Canadian Tax Foundation for 
the year ended December 31, 1954, as 
presented and approved at the last 
annual general meeting held in 
Toronto on March 24, 1955. The an- 
nual report includes the financial 
statement and reports by officers of 
the Foundation on every aspect of 
its work. A copy has been forwarded 
to all members of the Foundation and 
will therefore have been seen by 
most of those present. The present 
report therefore is mainly intended to 
supplement the annual report with 
more recent information. 


Membership and Finance 


During 1954 there were 76 new 
corporate subscribers and about 100 
new individual members. In the first 
six months of the current year an- 
other 20 corporations and 66 individ- 
uals have become members. The 
Governors and others throughout 
Canada are continuing their efforts to 
reach the budget objective of $120,- 
000 set a few years ago and as a re- 
sult of their activities there will be 
further new members in the balance 
of the year. 


Tax Legislation 


On Wednesday, June 8, within a 
few days of first reading, a commit- 
tee of lawyers and accountants met in 
Ottawa under Foundation sponsor- 
ship to review the 1955 Income Tax 
Act amending bill. Representations 
were made to the Minister of Fi- 
nance following this review and cer- 
tain changes were made in the bill 
as a result. 


Sales Tax Committee 

On July 1, Hon. Walter Harris, as 
forecast in his budget speech of 
April 5, announced the establish- 
ment of a committee to consider a 
revision of certain aspects of the fed- 
eral sales tax. The committee is com- 
prised of Kenneth LeM. Carter of To- 
ronto, a former chairman of the 
Foundation; Raymond Dupuis of 
Montreal; and A. E. McGilvray of 
Oshawa. This step was most gratify- 
ing to the Foundation and is a re- 
markable tribute to its pioneering 
work in this field over the last four 
years. The Foundation will give the 
committee every assistance in its work 
and will submit representations at the 
appropriate time. 
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Publications 

Two major publications have been 
issued in the first six months of 1955. 
The first was a study of the very im- 
portant issue of financing highways 
which appeared under the title “Taxes 
and Traffic”. A unique document in 
Canadian literature, it has received 
wide attention. The other event was 
the appearance of Mr. Harvey Perry’s 
two volume work on the history of 
Canadian taxation and fiscal develop- 
ment called “Taxes, Tariffs and Sub- 
sidies”. This publication was issued 
at the beginning of July and is avail- 
able as usual to members of the 
Foundation at a discount. 


Other publications slated to appear 
in the current year include a study 
of “Canadian Taxation and Interna- 
tional Investment”, a revised version 
of “The National Finances” our com- 
prehensive analysis of the federal 
budget, and a handbook of financial 
statistics. The Canadian Tax Journal 
and the Tax Memo are now well es- 
tablished and appear regularly as 
Foundation publications. 


Research Program 

The main program of research 
by the staff this year is a study of 
forestry taxation. This will involve 
visiting all Provinces to gather facts 
and views from company executives, 
government officials, forestry experts 
and others. An exploratory visit has 
been made by members of the staff 


to most Provinces, and a great deal’ 


of information has already been 
compiled. Completion of the study 
will involve further interviews and de- 
tailed analysis of the material, a phase 
that will require several months of 
work. 


Problems in more familiar areas of 
taxation will also receive further at- 


tention from the staff. The postpone- 
ment of the revision of the succession 
duty legislation gives an opportunity 
for further work on detailed aspects 
of death taxation, and submissions to 
the sales tax committee will require a 
comprehensive statement of problems 
under this tax. 


Annual Conference 


The annual Tax Conference will be 
held this fall at the Royal York Hotel 
in Toronto on November 7 and 8. 
A program covering several major 
fields of taxation is being planned, 
and from the experience of recent 
years it is expected that there will 
again be a substantial increase in at- 
tendance. 


Staff 

On June 1, Mr. H. Dave McGur- 
ran joined the research staff of the 
Foundation. Formerly with the De- 
partments of Finance and National 
Revenue in Ottawa, Mr. McGurran’s 
experience with tax research will help 
to round out the Foundation’s present 
staff, and as finances permit one or 
two more members will be added. 

The Director has been invited to 
read a paper to the Congress of the 
International Fiscal Association in 
Amsterdam, Holland, in September. 
He will take the opportunity of this 
visit to discuss tax developments in 
the United Kingdom and _ possibly 
other countries. 


M. L. Gordon Fellowship 


In May it was announced that the 
successful candidate for the M. L. 
Gordon Fellowship for 1955 was Mr. 
C. Frank Owen, of the University of 
Toronto. Mr. Owen proposes to 
make a study of the effects of mone- 
tary, public debt and taxation poli- 
cies of the federal government on the 
capital securities markets. 
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CANADIAN TAX FOUNDATION 


Professional Support 

Solid support of the Foundation’s 
activities by members of both pro- 
fessions has been the basis of its past 
success, and their continued interest 
is the only firm guarantee of further 
growth in the future. The recog- 
nized status of the Foundation today 
is a credit to the foresight and public 
spirit of all who have helped in its 
development. But no organization 
can rest on its laurels, and much re- 
mains to be done in the field of pub- 
lic finance in Canada. Progress in 
starting new undertakings will de- 


THE ANNUAL MEETING 
(Continued from page 276) 


nized and applauded on the other hand 
by the people whom we serve and expected 
of us by the very Act of Incorporation way 
back in 1902. 


Concluding his remarks, Mr. Martin 
spoke of the great contribution made 
by his predecessor and presented him 
with a fishing rod as a token of the 
members’ affection and esteem. 


The lighter side of the annual con- 
vention was also productive of some 
memorable occasions and the retiring 
president referred to them when he 
spoke at the closing dinner on the or- 
ganizational work which is required 
for an annual conference. He paid 
particular tribute to the tireless ef- 
forts of Howard I. Ross, chairman 
of the Program Committee, and to 
John A. D. Craig, chairman of the 
Committee on Arrangements, as well 
as to members of the numerous com- 
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pend largely on the finances avail- 
able, and friends of the Foundation 
in both professions can be of help in 
enlisting the support of further new 
members, both corporate and _indi- 
vidual. This is a work of public ser- 
vice in which we are confident we 
shall continue to have the coopera- 
tion of members of both professions. 


On behalf of the Board, 


J. A. Witson, 
Chairman 


M. GERALD TEED, 
Vice-Chairman 


mittees responsible for the various 
functions and entertainment. 


While the technical sessions were in 
progress, the ladies were able to en- 
joy a number of special events ar- 
ranged for them. On Monday, Sep- 
tember 12, a garden party given by 
the Province of Ontario was held at 
the Royal Canadian Yacht Club and 
attended by the Honourable Leslie M. 
Frost, Premier of the Province and 
Mrs. Frost. On Wednesday, Septem- 
ber 14, the ladies were entertained to 
luncheon at the Granite Club and on 
Monday evening and Wednesday 
evening they accompanied the gentle- 
men to an evening reception and 
dance and the closing dinner and 
dance when the new president was 
introduced. 

In short, the same comment that 
was made at the conclusion of the 
Winnipeg conference last year can 
be truthfully repeated: the meeting 
was a definite success. 





BY GERTRUDE MULCAHY B.A., C.A 


Accounting Research 


EFFECTIVE FINANCIAL 
REporTiNG — (Cont'd) 


“Every word we write goes out on 
an errand. Skill in saying what we 
mean so as to get the result we desire 
is not a literary frill around the edges 
of business and social life. It is an 
essential part of life, our only means 
of intellectual contact with the world 
around us.” 


The above statement is particularly 
apt in our present discussion of “Ef- 
fective Financial Reporting” based on 
the annual reports of 10 selected 
companies.?, The previous two in- 
stalments dealt with the presentation 
of information in the actual financial 
statements and in _ supplementary 
statements and schedules. This dis- 
cussion of financial reporting would 
be incomplete without a review of 
the directors’ report section of the 
annual reports. In this part, particu- 
larly, the written words truly go “out 
on an errand” and often spell the dif- 
ference between a run-of-the-mill and 
an excellent report. 


The Directors’ Report 

All directors’ reports should have 
one main objective. 
convey to others pertinent informa- 
tion and explanations required to ap- 


They should ° 


The C.1.C.A. 
Research Department 


preciate fully the present financial 
position and the future prospects of 
the company. Clarity of expression 
and stress of essentials should be the 
dominating characteristics of the 
directors commentary. However, 
neither of these characteristics can, in 
itself, produce the desired results. 
Excellence in one feature cannot com- 
pensate for a deficiency in the other. 


A look at the directors’ reports of 
the 10 companies should leave no 
doubt as to the advantages of well 
worded informative discussions. Di- 
rectors’ reports, of a similar standard, 
have become not “a frill” but “an es- 
sential part” of effective financial re- 
porting today. 


Form 

The directors’ reports were set out 
near the beginning of the annual re- 
ports in all cases. Nine of them were 
clearly identified by titles such as: 
“Annual Report of Directors”, “Re- 
port of Board of Directors”, “Direc- 
tors Report” and “Report of the 
President”. To emphasize the share- 
holders’ ownership status, the direc- 
tors of 7 of the companies addressed 
their report to the shareholders. The 
presidents of 9 of the companies 


signed the report; the 10th was signed 





1 The Royal Bank of Canada Monthly Let- 
ter, August 1955 

2 MacMillan & Bloedel Limited, The South- 
am Company Limited, Dominion Stores 
Limited, Atlas Steel Limited, Ford Mo- 
tor Company of Canada Limited, Abi- 


tibi Power & Paper Company Limited, 
British Columbia Power Corporation 
Limited, The ‘Shawinigan Water and 
Power Company, Nova Scotia Light and 
Power Company Limited, Imperial Oil 
Limited 
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ACCOUNTING RESEARCH 


by the chairman of the Board of Di- 
rectors. 


Brief descriptive headings, set out 
in capitals, bold face type and con- 
trasting colour, were used effectively 
to segregate the various sub-divisions 
of the textual material. Well design- 
ed and colourful charts and graphs 
added considerably to the rounding 
out of the content of the narratives 
of all of the reports. In addition, the 
management of Dominion Stores 
Limited made use of clear, concise 
marginal notes to disclose the sum 
and substance of the president’s mes- 
sage. Comments such as: “Sales up 
16.5%”, “Net Profit up 22.0%”, “Ex- 
penses Higher”, “Income Taxes up 
9.3%”, “Progressive Development” 
and “Sound Organization” set out in 
contrasting colour and type face pre- 
sented an at-a-glance story of the 
component highlights. 


Content 

The actual information and explan- 
ations included in the directors’ re- 
ports of the 10 companies naturally 
varied according to the circumstances 
peculiar to each. However, for the 
most part, the discussion could be 
classified under the following broad 
categories: 
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Financial position and _ significant 

items in the financial statements 

Capital expenditures 

Significant trends in the company’s 

operations and development 

Labour relations 

Ownership. 

Extracts have been selected from 
the reports not to imply that their 
particular presentation was the most 
effective, but to indicate some of the 
types of information and general ap- 
proach which one would expect to 
find in this section of an annual re- 
port. 


Financial Position and Significant 
Items in the Financial Statements 


The “Financial Summary” section 
of the directors’ report of Imperial 
Oil Limited (set out below) gives 
significant information and a compre- 
hensive discussion on the company’s 
financial position and on _ specific 
items in the accounts. This narrative 
was supplemented by charts and 
graphs setting out disposition of each 
dollar of income, five year compari- 
son of earnings, dividends and taxes, 
and a similar comparison of capital 
expenditures and provision for depre- 
ciation and amortization. 


EXCERPT FROM DIRECTORS’ REPORT OF IMPERIAL OIL LIMITED 


Financial Summary 


FINANCIAL STATEMENTS for the year appear on pages 18 to 23 and in- 


clude certain explanatory notes together with the auditors’ report to the 
shareholders. The statements consolidate the year’s operations and the 
year-end financial position of Imperial Oil Limited and its subsidiary com- 
panies, all of which are wholly owned. Inventories have been costed on 
the first-in first-out method; estimates have been made of unrealized profits 
between the companies within the consolidated group and such estimated 
amounts have been eliminated in determining the earnings for the year 
The net values of the inventories are materially lower than the aggregate 
of related current market values. 
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EARNINGS in 1954, after providing for all expenses, including deprecia- 
tion of plants and equipment at the Company’s usual rates, and estimated 
income taxes, were $49,582,585 or $1.66 per share of outstanding capital 
stock. This compares with $47,984,515 or $1.60 per share in 1953, an increase 
of 3.33 per cent. 

DivENps paid to shareholders totalled $26,862,774 at the rate of 90 
cents per share. This represents an increase of 10 cents per share over 1953 


INCOME AND EXPENSEs compare with 1953 as follows: 





Per cent 

1954 1953 increase 
OME Sacre veins Se ine ee Go UL $614,549,613 $605,504,275 1.50 
RIS Ate atic Oe st i PE erih ces re Bc ee 528,066,996 523,712,849 83 
Earnings before income taxes ............... 86,482,617 81,791,426 5.74 
Provision for estimated income taxes thereon . . 36,900,032 83,806,911 9.15 
Earnings after income taxes ............... $ 49,582,585 $ 47,984,515 8.33 


Both gross Income and Earnings after income taxes are the highest in 
the company’s history, reflecting the steady. expansion in volume of business 
done which, in turn, has called for heavy capital expenditures to accommodate 
this expansion. 

DEPRECIATION charges against 1954 income have been calculated at the 
Company’s usual straight line or unit of production rates estimated to be 
adequate to amortize the costs over the useful service life of the plants and 
equipment. The increase from $23,969,575 in 1953 to $29,753,859 in 1954 
is a further reflection of the effect on expenses of the large capital expendi- 
tures in recent years. 

The additional depreciation to be taken as capital cost allowance in 
filing the 1954 Federal income tax return and explained in the “Notes to 
the Financial Statements” has not been included in determining 1954 earnings. 

Taxes provided and charged against 1954 income totalled $63,571,907, 
comparing with 1953 as follows: 


1954 1953 
nmratine jenn Bales PHOS 2... o.o. Ses ios ee cek chews $26,671,875 $26,855,413 
UNIS NR NII 8 SP. ch, ia ig schtaee bee 36,900,032 33,806,911 


$63,571,907 $60,662,324 

These amounts are an indication of the important contribution by the 
Company to government revenues. In addition, the Company collected and 
remitted to Provincial Governments a total of $78,684,821 for road taxes 
levied by them at rates ranging from nine to 15 cents per gallon. 

Tora Assets, after allowing for accumulated depreciation of $192,468,- 
660, stand at $588,770,745. 

Net Workinc Funps declined further due to the large 1954 investments 
in new plants and equipment. The position compares with the end of 
1953 as follows: 
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1954 1953 
Current funds and inventories ...................... $225,459,963 $234,118,936 
ROUEN IN col pegged oS te hha les ee 67,682,098 67,950,571 
Net current working funds and inventories ........... $157,777,865 $166,168,365 


RAG, Cusvenit funds WOMENS 62... os. eee cease 3.3 3.4 


CapiTaAL ExpeNpiTurEs for properties and expansion of plant and equip- 
ment facilities continued at a high level in 1954 being as follows: 
Crude oil producing facilities, excluding exploration expenses ... 


$25,431,213 


RR rs ke ee ee ee 26,957,645 
INR ERR 2816 SR iat <5 ora Se Oise ei. advo ¥idad acne A MeO Eas 18,035,519 
MOE MIAEHER TTCATIREEO © 0 Bs) ran Pe caens wks VBR needless de proaeEs 1,659,440 
ROPES Fig Oi MAN OG et Sot RG cE et es a 2,151,713 

$74,235,530 


CapiraL Stock issues during the year were limited to 4,049 shares, all 
made under the Company’s Incentive Stock Option Plan. 

Lonc TERM Dests were reduced $1,932,972 in the year to $48,986,227 
While no new debt was incurred it became increasingly apparent during the 
year that further working funds would be required and as of February 1, 
1955 the Company issued Serial and Sinking Fund Debentures totalling 
$50,000,000, bearing interest at 3 5/8 per cent. These issues were covered 
by a Prospectus dated January 6, 1955. 

SHAREHOLDERS INVESTMENT was $429,126,969, up $33,348,431 for the year. 
This was equivalent to $14.37 per share of capital stock, as compared with 
$13.26 per share at the end of 1953. 


Capital Expenditures 


The narrative shown below dis- 
closes both the total value of the cur- 
rent capital expenditures and the ma- 
jor items included therein. This por- 
tion of the report notes both the fixed 
asset expenditures and the additional 
investments in subsidiary companies. 
Two charts, appearing on the same 


comparisons of the investment in 
plant and equipment and of annual 
capital expenditures. The latter was 
segregated between construction ex- 
penditures and investments in sub- 
sidiaries. This chart also showed the 
funds available from depreciation and 
retained earnings and from the sales 


page as this narrative, set out 10 year of new securities. 


EXCERPT FROM DIRECTORS’ REPORT OF 
THE SHAWINIGAN WATER AND POWER COMPANY 

CapiraL ExpenpirurEs — Capital expenditures for new construction for 
the year totalled $12,333,000 as compared with $8,548,000 in 1953. Major 
items of expenditure included: further work in connection with the addi- 
tional generating units being installed in the Rapide Blanc and Trenche 
developments; completion of the second transmission-line crossing over the 
St. Lawrence River at Quebec; construction work on the third La Tuque- 
Trois Rivieres transmission line and other high-voltage transmission lines; 
additions and improvements to terminal facilities at Quebec and to the dis- 
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tribution system; and completion of the new office and service building at 
Trois Rivieres. 

An additional $5,991,000 was spent for the purchase from Brown Corp- 
oration of its 50 per cent interest in St. Maurice Power Corporation, and 
for the purchase of 64,595 newly issued shares of Quebec Power Company. 


Significant Trend in Company’s selected extract, set out below, the 
Operations and Development management states briefly and clear- 

In this portion of the reports, par- ly the general trend in the company’s 
ticularly, the directors too often fall operations and the factors which have 
into the pitfall of presenting wordy had an influence on them. 
discussions of world affairs. In the 


EXCERPT FROM DIRECTORS’ REPORT OF 
ABITIBI POWER & PAPER COMPANY LIMITED 

The results of the operations of the Company for the year 1954 were 
satisfactory, all things considered. 

Demand for newsprint, the Company’s principal product, was very 
strong throughout the year and production of newsprint was the highest 
in the Company’s history. 

While the mills of Provincial Paper, Limited ran at a high percentage of 
their rated capacity the fine paper markets in Canada reflected a lower 
level of business activity during the latter half of the year. Present indications 
point to a strengthening in these markets. 

Conditions in world markets for wood pulps continued to be unsatisfac- 
tory as they were in 1953. There are signs, however, that world prices are 
becoming firmer and there have been increases in the price of some grades. 
The outlook is rather more hopeful than it has been for some time. 

Production of hardboard at Sturgeon Falls was excellent in the last few 
months of the year and this mill is presently running at capacity. Several 
new varieties of hardboard have been developed and are now in full pro- 
duction. These have been very well received by consumers. 

Orders from abroad, especially from the United Kingdom, have per- 
mitted the operation of the corrugating board mill at Sturgeon Falls at about 
85% of capacity. 

Total production of all the mills was 953,941 tons, the highest of any 
year in the history of the Company. 


For some considerable time, the publishers of newspapers in North 
America have been able to buy all the newsprint they could use. During 
1954 publishers of newspapers in other parts of the world began to buy 
Canadian newsprint in substantial volume. Fortunately this increased de- 
mand from overseas was adequately met due to the constantly increasing 
capacity of the North American newsprint industry. It is now evident, 
from various announcements of future plans which have recently been made, 
that all fear of newsprint shortages anywhere in the free world should be a 
thing of the past. 
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ACCOUNTING RESEARCH 


Labour Relations 


The management of Ford Motor 
Company of Canada Limited has pre- 
sented a clear concise picture of the 
labour relations of the company and 
of the unusual events which had a 
significant effect on the total wages 
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and salaries currently paid. Two 
well designed charts rounded out this 
discussion by setting out (1) the 
yearly average of number of employ- 
ees, and (2) the total annual wages 
and salaries for each of the years 
1945, 1947, 1949, 1951, 1953 and 
1954. 


EXCERPT FROM DIRECTORS’ REPORT OF 
FORD MOTOR COMPANY OF CANADA LIMITED 


Supplemental Remuneration 

Under the supplemental remuneration plan inaugurated in 1949 and de- 
scribed in previous reports, awards were granted to 285 employees in respect 
of the year 1954. The unawarded balance remaining in the fund at Decem- 
ber 31, 1954, was $349,384. 


Employment 

Employment in the Canadian operations of Ford of Canada in the 
first nine months of 1954 was at an average level of 14,758, slightly above 
the average of 14,575 employees on the roll for the first nine months of 
1953. The ability to hold a good level of employment in face of a shrinkage 
of the over-all automotive market in Canada was attributable almost entirely 
to the competitive success of the company’s products and the efforts of 
its dealer organization. 

Wages and salaries totalled $48,517,140, a drop of $10,407,398 from the 
record total of $58,924,538 in 1953. The chief reason for the decline was 
the loss of wages because of the strikes. 


Labor Situation 

The three labor disputes which occurred during the year between the 
International U.A.W.-C.I.O. and the company involved issues arising out 
of monetary demands and terms of collective agreements in respect to the 
hourly-rated employees in the Local 200 bargaining unit at Windsor, Local 
707 at Oakville, and Local 584 at Etobicoke. The Windsor local struck on 
October 10, the Oakville local on October 15, and the Etobicoke local on No- 
vember 15. The eventual settlement, terms of which were ratified on January 
29 and 30, 1955, came out of a trading of concessions, with each side gaining 
something in return for what it gave. 


company. This commentary stresses 
the widespread ownership and the 
fact that “thousands of people have 
directly and indirectly invested their 
savings in the company”. 


Ownership 

The directors of Nova Scotia Light 
and Power Company Limited have 
presented a general discussion of the 
ownership of shares and bonds of the 
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EXCERPT FROM DIRECTORS’ REPORT OF 
NOVA SCOTIA LIGHT AND POWER COMPANY LIMITED 


Ownership 

The Company is a business-managed, tax-paying utility that is directly 
owned by its stockholders. It is not a part of, nor is it affiliated in any 
way with, any other operating company or financial institution. 

Its operating policies are determined by its own directors and officers. 

Today more people own shares of the Company's Ordinary and Pre- 
ferred stock than ever before. At the end of the year there were more 
than 8,000 holders of shares. These shareholders are people in all walks of 
life. They represent a typical cross-section of employees, customers, as 
well as others who live in Nova Scotia, other Provinces of Canada, and 
elsewhere. Some shares are also owned by banks, trust funds, educa- 
tional and religious institutions, and others. Thus thousands of people 
have directly and indirectly invested their savings in the Company. 

The Company’s bonds are held almost entirely by insurance companies, 
thus the indirect ownership is even more widespread throughout the whole 
continent 

While the average shareholder owns fifty-three shares, the records in- 
dicate that 80% of the shareholders own less than fifty shares each. In 
fact the shares of the ten largest shareholders when added together amount 
to less than 16% of the total. 

During recent years there has been a decided increase in the ownership 
of shares within the service area of the Company, with the result that today 
the Company is largely owned by those it serves. This is an excellent indi- 
cation of the high regard in which the Company is held. 
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BY KENNETH M. PLACE, C.A. 


Administrative Accounting 


SPEED v. ACCURACY IN PREPARING 
INTERNAL REPORTS 


Perhaps one of the most difficult 
phases in the transition from the 
practice of the accounting profession 
to the field of administrative account- 
ing is the realization that accuracy as 
such can take second place to speed 
in internal reports. Let us examine 
the significance of this theory. First, 
why are internal reports prepared? 
Naturally there are a number of rea- 
sons—to advise management how the 
business is doing, to permit the de- 
claration of dividends, and to assist 
management in a dozen different 
ways to perform its function properly. 
Certainly. not the least of these rea- 
sons is to provide up-to-date informa- 
tion on the profit picture not just for 
the whole organization, but for each 
segment of it. Everybody agrees that 
such information is worse than useless 
if it is grossly inaccurate. Surely, 
however, for the needs of manage- 
ment, the degree of accuracy required 
is only relative. Isn’t it far more im- 
portant for management to know that 
a certain product line is unprofitable 
and to be given the chance to take 
corrective action as quickly as pos- 
sible than to wait an indeterminate 
period of time so that the accountant 
can measure the exact amount of loss? 


There is no question of advocating 
complete disregard of accuracy for 
the sake of speed. There are many 


cases where even minor inaccuracies 
can have disastrous results. It is here, 
however, that the judgment of the 
accountant must be brought to bear 
No one can deny that an incorrect 
unit cost can result in a completely 
erroneous statement of profit, or that 
incorrect inventory valuations can or 
should be accepted. There are, how- 
ever, areas where accuracy to the 
last dollar at the expense of speed is 
not justified. Is it always sensible to 
delay the release of interim profit and 
balance sheet information to obtain 
actual travelling expenses, or the 
actual cost of a shipment of raw 
materials received a day or two pre- 
vious to the end of the accounting 
period, or to get the exact amount of 
freight on an outgoing shipment? It 
seems unnecessary when the amount 
can be estimated closely enough that 
the degree of error is inconsequential. 


Statements Based on Estimates 
Perhaps one of the most widely 
held misconceptions that exists today 
is the average person’s understanding 
of accounting and accountants. An 
accountant is popularly thought of as 
an individual who records masses of 
figures in debit and credit columns 
and spends all his waking hours add- 
ing them up to make sure they bal- 
ance to the last cent. One of the 
causes of this misconception has been 
the fetish made of accuracy in the 
past. All financial statements, whether 
they be balance sheets or operating 
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statements, are based to a large extent 
on informed estimates. Let us take an 
average balance sheet. On the assets 
side are such items as “Customers 
Accounts Receivable”. Practically 
every company provides a _ reserve 
against possible losses on these ac- 
counts. This reserve represents man- 
agement’s estimate of the amounts 
which may be uncollectible and as 
such it is an estimate only. Similar 
estimates may be found in such items 
as “Deferred Charges” and “Good- 
will, Patents and Processes” to name 
a few of the asset accounts. A similar 
situation exists with respect to liabili- 
ties with the most noteworthy ex- 
ample being the provision for income 
taxes. The situation with respect to 
operating accounts is even more pro- 
nounced. Consider such items as 
property taxes, workmen’s compensa- 
tion, insurance, etc. which almost in- 
variably contain estimates. Surely 
then, since accounts are based to such 
a large degree on a series of esti- 
mates, it is ridiculous to invest the 
final product—the operating state- 
ments—with such a high degree of 
pseudo-accuracy. 


Probably the field where speed has 
the biggest edge over accuracy, 
though, is in the preparation of spec- 
ial reports, such as comparisons of 
results under varying operating con- 
ditions, varying production levels or 
varying wage rates, etc. Here, again, 
obviously intelligent estimating plays 
a large part in preparing such a re- 
port. In addition, when such a report 
is requested, it is for the purpose of 
assisting management in making a 
specific decision. The most important 
factor, however, is speed. Reports of 
this type are worse than useless if 
not current, while in most cases they 
are adequate if the degree of ac- 
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curacy is such as to indicate definitely 
a trend, even though they cannot be 
used as an exact measure of the trend. 


To sum up, accuracy, while a most 
important facet of accounting, can be 
overdone. In his approach to a prob- 
lem, the industrial accountant must 
examine the uses to be made of the 
information requested and, in his best 
judgment, assess the relative value of 
accuracy versus speed. It is probable 
that in the majority of cases, the ad- 
vantages of speed will outweigh those 
of maximum accuracy by a wide mar- 
gin. A final word of caution is neces- 
sary, though. Extreme care must be 
exercised in deciding the areas where 
shortcuts are to be used; they should 
never be employed where the pos- 
sibility of producing a result, which 
is grossly inaccurate, exists. 


Some Staff Problems Associated 
With Decentralized Accounting 


Without entering into a major dis- 
cussion of the relative merits tech- 
nically of the two major techniques 
of industrial accounting, i.e. centrali- 
zation and decentralization, here are a 
few random thoughts associated with 
one problem of decentralization, the 
training and integration of staff. In 
any multiple location enterprise with 
decentralized accounting, whether 
partial or complete, there is neces- 
sarily some accounting staff at each 
location. Again, almost without fail, 
these personnel respond through the 
line organization to the senior em- 
ployee at the location whether he is 
in sales, production or some other 
field. At the same time, there is a 
functional response to the division or 
head office accounting unit. Neces- 
sarily this dual response creates a 
situation which requires the highest 
degree of cooperation and under- 
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standing between the parties in- 
volved. Again, even with this degree 
of cooperation, training of personnel 
presents a major problem. One of the 
most important aspects of training is 
the constant association with more 
senior people engaged in the same 
field of work. Certainly junior mem- 
bers of the head office accounting 
organization gain considerable ex- 
perience and know-how from their 
association with the more senior 
members. They also have the ad- 
vantage of encountering a much more 
diversified range of problems and 
thus are given many more oppor- 
tunities to display initiative and abil- 
ity than the field accountant. 


The difficulties opposite field ac- 
counting personnel can be summed up 
briefly as follows: 

1. A dual line of response—to the 
senior individual at the location 
organizationally and to a senior 
accounting official at the division 
or head office functionally. 

2. A serious training problem because 
of lack of diversification and 
limited contact with senior ac- 
counting personnel. 

Once these difficulties are recog- 
nized, a program must be instituted 
to overcome them. When analyzed, 
they become essentially problems of 
communication. Thus a program to 
correct them must necessarily be 
aimed at improving the liaison be- 
tween head office and the outside lo- 
cation. There are a number of ways 
in which this can be done, such as: 

1. More frequent visits to outside 

locations by head office person- 
nel; 


2. Joint discussions on common 


problems by means of commit- 
tees comprised of field as well as 
head office personnel; 


325 


3. More interchange of personnel 
tween outside units and head 
office. 

Let us look at each one of these in a 
little more detail. First, what can be 
gained by more frequent visits to 
outside locations by head office per- 
sonnel? Probably the most important 
thing to be achieved by such visits 
is to give the field staff a sense of be- 
longing which can not be gained in 
any other way. The personnel of the 
field location at all levels can be given 
an opportunity to meet and talk to 
someone from “head office”, to find 
out at first hand what use is made of 
information which is supplied, and to 
generally get to know the people 
with whom they are corresponding. 

The second possibility affords an 
excellent means for the interchange 
of ideas and points of view. It is also 
an excellent means of affording field 
personnel an opportunity to feel that 
they are a part of the team and to 
eliminate the impression that they are 
only remembered when something 
goes wrong. Both these schemes also 
give works and branch office person- 
nel a chance to establish a closer 
liaison with members of head office 
staff and to benefit from a closer as- 
sociation with more senior members 
of the staff. It is necessary, of course, 
for the senior members of the head 
office staff to participate to the fullest 
extent for the full benefit of a pro- 
gram of this type to be realized. 


Interchange of Personnel 


Now to consider the third part of 
such a program, i.e. more frequent 
interchange of personnel. This is both 
the most important and the hardest 
part of the program to implement. 
First of all, it requires a thorough 
knowledge of the staff and their 
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capabilities by those responsible for 
overall organization of the accounting 
function. Secondly, it requires a good 
supply of capable people at all the 
various levels of organization. Third- 
ly, it requires a knowledge of the 
senior member of the line organiza- 
tion at field locations in order to en- 
sure that persons who are completely 
incompatible are not required to work 
together. Fourthly, it requires con- 
siderable salesmanship on many oc- 
casions to persuade works and district 
managers to agree to transfer per- 
sonnel who are carrying out their 
duties in a manner which justifies 
further responsibilities. Once these 
difficulties are overcome, what bene- 
fits can be expected from this part of 
the program? The most important is 
the boost in morale that comes from 
the knowledge that merit and ability 
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are being recognized wherever they 
occur. There are, however, other ad- 
vantages which are not inconsequen- 
tial, such as the constant interchange 
of work methods, the avoidance of 
stagnation, and the opening-up of ad- 
ditional training jobs. 

There are, of course, other ways in 
which the problems of training and 
integrating staff in an organization 
with decentralized accounting can be 
overcome. It would seem, though, 
that a program based on use of the 
three methods outlined cannot fail to 
help overcome the difficulties. No 
program, of course, is any better than 
the amount of time and effort ex- 
pended on it and this program is no 
exception; it takes time, effort and 
great patience to yield the biggest 
dividends. 





ROYAL WIT ON CHARTERED ACCOUNTANCY 


One characteristic of the Duke of Edinburgh which has made him so 
immensely popular in the brief time he has been connected with the Royal 
Family is his peerless sense of humour. With it he is always able to pin- 
point without needling, and when he proposed the toast to the Institute of 
Chartered Accountants in England and Wales at the 75th anniversary dinner 
of that body, he was at his usual best. 

“Perhaps the best way to realize the value of the [accounting] profes- 
sion,” said His Royal Highness, “would be to imagine what would happen 
if chartered accountants did not exist. I agree it is difficult to imagine. 
My guess is that among other things, half the country would be bankrupt 
by paying too much tax — and the other half would be in jail for not paying 
enough. And that, gentlemen, of course is quite apart from deliberate 
dishonesty. 

“Chartered accountants for a long time have been used as umpires in 
various matters, but nowhere quite so effectively as in what Stephen Potter 
might describe as ‘taxmanship’”. 

“There are two sides to this game. On the one hand there is the gentle 
art of scoring off the Inland Revenue without actually cheating. On the 
other hand is the brutal business of tax extraction without actually using the 
thumb-screw.” 
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BY J. E. SMYTH, C.A. 


Students Department — cuceis vricersty” 


NOTES AND COMMENTS 


Since this issue appears in the month 
of C.A. examinations we are confining 
the contents of The Students Depart- 
ment to former examination problems 


nection, we are pleased to draw atten- 
tion to the first appearance in this 
section of problems from the Primary 
Accounting and Intermediate Audit- 


and suggested solutions. In this con- ing examinations. 


PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views of the various contributors. They are designed 
not as models for submission to the examiner, but rather to provide such 
discussion and explanation of the problems as will make their study beneficial. 
The editor will welcome discussion of the solutions published. 


PROBLEM I 
Ontario Institute Primary Examination, October 1953 
Accounting I, Question 3 (15 marks) 
X Co. Lp. 


Trading Statement 
For the year ended March 31, 1953 





PR eh iL Bag Wn et ttn cet ab ol ohne Bas $157,860 
Less returns and allowances 5,611 
$152,249 
Cost of goods sold: 
Inventory, April 1, 1952 ......... 12,638 
Purchases Fe nia eestor ie cds $68,912 
Preigot ana auty wf. ee ees 3,040 71,952 
84,590 
Deduct inventory, March 31, 1953 ........... 15,002 
KSost GESGGOUS SOME: os oii. she avn des oes 69,588 
BRINN SRNR ATER icis6s 0. Oho ace-beisd Par8 Sid, Vain $ 82,661 


From the examination of the inventory, and other records, the following 
information is obtained: 
1. Goods were received on March 31, 1953 and included in the inventory, 
for which the supplier's invoice for $40,600, dated April 21, 1953, 
was not entered in the books. 


327 





328 THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1955 


2. A claim for duty drawback of $1,819, which had been set up on the 
books was reduced to $792 upon audit by customs officials. This lat- 
ter amount was received on April 27, 1953. 

8. Merchandise on consignment from G. Rabag was included in the 
closing inventory at a value of $1,312. 

4. In pricing one line of goods shown on the inventory at a value of 
$1,200, list prices were taken from the supplier’s catalogue without 
adjusting for the 20% trade discount allowed to the company. 

5. The March sales summary includes an invoice amounting to $850 for 
goods to be shipped on April 14, 1953. 


Required: 
Prepare a revised trading statement. 
A SOLUTION 
X Co. Lt. 
Trading Statement 
For the year ended March 31, 1953 
ME ae eet nlc. Pe Eh Reet cia ns $157,010 
Less returns and allowances pare ee 5,611 
ee Or eerie net « $151,399 
Cost of goods sold: 
Inventory, April 1, 1952 _.. ae ; 12,638 
PN og. Shays 8 aes Sine apa han She te He . $7352 
ee <_< a 4,067 77,579 
90,217 
Deduct inventory, March 31, 1953 ........... 13,450 
Cost of goods sold ...... ne Sied 76,767 
Gross trading margin... a TE $ 74,632 


PROBLEM 2 
Intermediate Examination, October 1954 
Accounting II, Question 4 (15 marks) 

According to the terms of its bond indenture, the X Co. Ltd. must main- 

tain a sinking fund for the purpose of retiring the bonds when due. 

A special account is to be maintained in the Y Bank. Cash payments into 

the sinking fund are to be as follows: 

(i) $10,000 deposited at the end of the first year. 

(ii) An amount annually thereafter which when added to the net income 
earned by the fund during the year will equal $10,000. (Amortiza- 
tion of premiums or discounts on investments are not to be taken into 
consideration in computing the net income of the sinking fund). 

A sinking fund reserve is also to be established. 

The following information details the fund transactions for the years 

ended 3lst December 1951, 1952 and 1953: 
1951—$10,000 deposited in Y Bank (first payment). 
1952—Purchased 10 — 3% $1,000 bonds at 96 plus accrued interest on 
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Ist January. Interest on bonds purchased is payable on Ist March 
and Ist September. Interest received on cash deposited in Y Bank 
was $35. Expenses were $200. Interest on bonds purchased was 
collected and deposited in the Y Bank. 

Required amount of cash deposited. 


1953—9 — 4% $1,000 bonds were purchased on Ist February 1953 at 102 


Required: 


plus accrued interest. Interest on these bonds is payable Ist Jan- 
uary and Ist July. Five of the bonds purchased in the previous 
year were sold on Ist December 1953 at 98 plus accrued interest. 
Interest received on bank account amounted to $45 and expenses of 
the year to $250. Interest was collected and deposited in the Y 
Bank. 

Required amount of cash deposited. 


(12 marks) (a) Journal entries, complete with narratives, to record the sink- 


ing fund transactions for the years 1951, 1952 and 1953. 


(3 marks) (b) Set out the balance sheet presentation as at 31st December 
1958 of the sinking fund and sinking fund reserve. 
A SOLUTION 
(a) BOOKS OF X CO. LTD. 
1951 
Dee: G1 Redemption fund bank ...°....:2...6.-..6..6. 10,000.00 


a SE RAS ae ORT ane e eeeeee e fed sig 10,000.00 


Transfer of $10,000 to reserve fund bank 


Dec. 31 Earned surplus 


10,000.00 


Redemption fund reserve .... 10,000.00 


To set up redemption fund reserve 


1952 


Jan. 1 Redemption fund investments ............. wéaeavees 9560000 
Redemption fund accrued interest .................. 100.00 


Redemption fund bank ....... ptosis ani 9,700.00 


Purchase of $10,000 3% bonds at 
96 plus accrued interest 


int 1.  Reuempion tnd DANK is. ok Pha Saki eateseiee saws 150.00 


Redemption fund accrued interest ............... 100.00 
Redemption fund reserve... ss ici cass 50.00 


Receipt of interest on bonds 


we 150.00 


Redemption fund reserve ...................... 150.00 


Receipt of interest on bonds 


Dee; Sl Wederlion fund DANK 2... ci oe ee sees 35.00 
Redempion fund reserve ....................... 35.00 
Receipt of interest on bank balance . 



























THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1955 


Dec. 31 Redemption fund reserve ....... pala Se Peet sheen hae 200.00 
Redemption fund bank ....................... 200.00 
Expenses of operating fund 
Dec. 31 Redemption fund accrued interest ..... oer 100.00 
Redemption fund reserve .... . pate 100.00 
Interest accrued Sep. 1 to Dec. 31 on tends 


Dec. 31 Earned surplus , NST RS sK 10,000.00 
Redemption fund reserve .................... 9,865.00 
Profit and loss . Pa ere td, ee 135.00 





To record transfer to reserve, oni net income 
for year on redemption fund 


Dec. 31 Redemption fund bank 9,865.00 
Bank . 9,865.00 
Transfer to redemption fend bank account | 


1953 
Feb. 1 Redemption fund investment .. . 9,180.00 
Redemption fund accrued interest ; 30.00 
Redemption fund bank 9,210.00 
Purchase of $9,000 — 4% bonds at 102 oles 
accrued interest Jan. 1 to Feb. 1 


a 


Mar. 1 Redemption fund bank ........... We 150.00 
Redemption fund accrued interest Sige Sede 100.00 
Redemption fund reserve 50.00 
Receipt of interest for half year on 3% anilis 
Jul. 1 Redemption fund bank ; ye 180.00 
Redemption fund accrued interest .............. 30.00 
Redemption fund reserve ..... ek 150.00 | 


SRE Nee 


Receipt of interest for half year on 4% bonds 
Sep. 1 Redemption fund bank ................. PERG eS 150.00 
Redemption fund reserve .............. ess 150.00 
Receipt of interest for half year on 3% bonds 
Dec. 1 Redemption fund bank are ae 8 Kati 4,937.50 
Redemption fund reserve ........ 137.50 
Redemption fund investment ..... Sixx 4,800.00 
e To record sale of $5,000—3% bonds at 98 “ 
accrued interest; originally purchased at 96 


Dec. 31 Redemption fund bank NED wee Aeris 45.00 
Redemption fund reserve .......... 45.00 
Receipt of interest on bank balance 





Dec: 31 Redemption fund reserve ........ 062. 00. ce ene 250.00 
Redemption fund bank ........................ 250.00 


Payment of expenses of operating fund 
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Dec. 31 Redemption fund accrued interest .................... 230.00 
Redemption fund reserve ....................-- 230.00 
Interest accrued on 3% bonds Sep. 1 to Dec. 31: 
4/12 x 3/100 x $5,000 = $ 50.00 
Interest accrued on 4% bonds Jul. 1 to Dec. 31: 
6/12 x 4/100 x $9,000 = 180.00 


$230.00 


Dec. 31 Earned surplus 5: asa ae i os eh cal oe 10,000.00 
Redemption fund reserve g Bahl Bic Say vaes 9,487.50 
POs GREE ci). bh oe asba SE Nr se ght os 512.50 


To record transfer to reserve and net 
income for year on redemption fund 


Dec. 31 Redemption fund bank . . besa Roe th aye 9,487.50 
Bank fasla ae ase Peetachte i tiet tos hata 8 9,487.50 
Transfer of cash to redemption fund bank account 
(b) Presentation of items relating to sinking fund on balance sheet of X Co. Ltd. 
as of December 31, 1953 
On the asset side of the balance sheet as a separate item: 
Bond redemption fund 


Cash in bank Panes seat ott NES RA Sen $15,790 
GRE; GO CONE oc) Ss he ee db Be Es NEARS eos. 13,980 
Accrued interest .. . Sahin, Sieh Ea ae aa Sor RRs 230 
$30,000 
On the liabilities and shareholders equity side, as a 
separate item under shareholders equity: 
Bond redemption fund reserve ................ ore $30,000 


Examiner's Comments 
Two common errors were (i) assuming that the bonds purchased were of 
$100 each instead of $1,000 and (i) that they were part of the bond issue of 
the company for which the sinking fund was set up. 


PROBLEM 3 
Intermediate Examination, October 1954 
Auditing I, Question 4 (16 marks) 

The cashier of a manufacturing company has an imprest petty cash fund 
of $500 from which he makes small cash disbursements against approved 
vouchers. When he requires additional cash from time to time he submits a 
petty cash report with paid vouchers attached and is reimbursed. The cashier 
also receives the proceeds of cash sales made through the office but does not 
prepare the pre-numbered cash sales slips; these are made out in triplicate by 
the cash sales clerk who retains one copy in a bound book and hands two 
copies to the customer. As the customer makes payment to the cashier the 
original cash sales slip is stamped “Paid” and returned to the customer while 
the duplicate is kept on file by the cashier. 





Cash and cheques received in the mail in payment of accounts receivable 
are handed to the cashier to deposit, after having been entered in the cash 
receipts book. The cashier does not have access to the cash book. 


Required: 

(6 marks) (a) Explain 3 basically different methods by which the cashier 
might attempt to cover up a cash shortage. 

(10 marks) (b) In each case, state the audit procedures which would dis- 
close the shortage. 


A SOLUTION 


(a) Methods by which the cashier might attempt to cover up a cash shortage 

(1) The cashier might make out false invoices and receipts to use as petty 
cash vouchers, raise the amount of the petty case vouchers, use old petty 
cash vouchers a second time, or falsify the total of the petty cash summary 
upon which the reimbursing cheque is based. 

(2) He might include fictitious items (e.g. a bogus cheque) in the cash. 

(3) He might attempt to conceal a general cash shortage by borrowing from 
the petty cash fund and then putting the cash back in the petty cash fund 
after the cash count but before the petty cash count, or vice versa. 

(4) He might understate the total of cash sales by a false deduction for dis- 
counts, returned goods or other allowances, or by suppressing invoices; 
or he might falsify the total of the cash reports. 

(5) He might borrow, temporarily, the proceeds of cash sales by delaying the 
recording of these sales. 

(6) He might withhold cash and alter the total of the duplicate deposit slip 
so that it agrees with the amount which should have been deposited. 


(b) Audit procedures which would disclose the above methods of defalcation 

(1) In vouching the reimbursement of the petty cash fund, the auditor should 
examine all paid invoices and vouchers for the authority of the proper 
officer or employee and for any apparent alterations of figures. He should 
also watch the dates on the petty cash vouchers presented for reimburse- 
ment, and check the totals of the petty cash reports. Where the amount of 
petty cash expenses appears to be unusually high, the auditor should re- 
view the invoices and vouchers with the person whose authority is re- 
quired for approval. 

(2) The duplicate deposit slip should be examined and compared with the 
cash receipts record to see that all cash receipts were deposited. Cheques 
which cannot be identified with the cash receipts book entries should be 
investigated. Any charge-backs by the bank relative to previous deposits 
should be traced. 

(3) The auditor should control and count all cash funds simultaneously and 
preferably on a surprise basis, so that there is no chance of transferring 
cash from one fund to the other. 

(4) The auditor should compare the cashier’s copies of the cash sales slips 

with those in the bound book maintained by the cash sales clerk, clear- 

ing all serial numbers and any allowances and discounts. He should check 
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reports of returned goods to actual receipt advices, and check the footings 
of the cashier's daily summaries. 

(5) The auditor should require an explanation for any cash sales slips held 
unpaid by the cashier at the date of the cash count. 

(6) The auditor should check the deposits shown in the cash receipts record 
to the bank statements and obtain original deposit slips from the bank 
and compare the detail with the entries in the cash receipts book. 


Editor’s note: The question requires an explanation of only three methods of defalcation 
and the related audit procedures. 


PROBLEM 4 
Final Examination, October 1954 
Accounting II, Question 3 (25 marks) 

M Co. Ltd., a warehousing concern, is considering the purchase of electric 
high lift trucks to replace the hand trucks presently used. By so doing and by 
using skid boxes and pallets it is estimated that the capacity of the warehouse 
can be increased by 50%. At present considerable time is lost in shifting goods 
from one location to another because of crowded conditions. 

The introduction of the new procedures will require the floor of the ware- 
house to be reinforced. This will cost $50,000. The building was acquired on 
Ist July 1924 for $500,000 and depreciation has been provided at 214% per 
annum. Its remaining useful life is estimated at 10 years. As at 30th June 
1954 its undepreciated capital cost for tax purposes was $145,084. The ware- 
house falls into Class 3 (5 per cent) for tax purposes. 

The electric lift trucks, skid boxes and pallets will cost $60,000 and have 
a service life of 10 years. Estimated salvage value is $10,000. They fall into 
Class 8 (20 per cent) for tax purposes. It is estimated that maintenance 
and other costs of these trucks, at the proposed levels of operations, will be 
$13,000 per annum. 

The hand trucks were acquired on Ist July 1942 for $30,000. Depreciation 
has been provided at 624% per annum. They fall into Class 8 for tax purposes. 
As at 30th June 1948 their undepreciated capital cost for tax purposes was 
$18,000 and as at 30th June 1954 it was $6,554. It is estimated that these trucks 
can be sold for $12,000. 

Labour costs vary proportionately to the volume of business. However, 
the use of electric lift trucks in place of hand trucks will reduce labour unit 
costs by 25%. 

1,000 of the 1,250 preferred shares in A Canadian Ltd., which the com- 
pany owns, will be sold to finance the cost of alterations and new equipment. 

With the additional warehouse capacity the company can: 

(i) reduce storage rates by 14% and secure a 30% increase in the volume 

of business, 


OR 
(ii) enter into a contract whereby 80% of the additional capacity is used 


for one organization. Rates on such space will be 40% of present 
rates; other rates and volume will remain unchanged. 
Fire and liability insurance will increase by $2,000 per annum under either 


alternative 
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Except where indicated, other expenses will remain the same as for the 
year ended 30th June 1954. 

The following is the statement of profit and loss of the M Co. Ltd. for 
the year ended 30th June 1954: 


M Co. Ltp. 
Statement of Profit and Loss for the year ended 30th June 1954 
Income 
Pianta RWPID 55S ac eos bed Poh sles waren ges OOOO 
Dividends from other Canadian companies age 7,500 $307,500 
Expense 
Administrative salaries .. . delete i ended « $ 31,900 
Warehouse wages ... end eee ee Ch ols 104,100 
Taxes and licenses Ba Pitesti ns cH net A 2 18,000 
Heat, light and water ....... bs hate ahah hag i 15,000 
Depreciation—building ; hae errr 12,500 
—hand trucks AA oe 2,000 
Maintenance of hand trucks ..................... 3,000 
Insurance—fire and liability a Petes i 7,000 
Mortgage interest Peres POs Meee Beet sine 6,000 
Donations to charitable organizations .. . i 10,400 
Sundry : reise oes an 8,600 218,500 
$ 89,000 
Taxes on income a Bout ene i oy 39,412 
Net profit for the year ate so eine $ 49,588 
Required: 


(12 marks) (a) A statement showing the estimated net profit for the year 
ending 30th June 1955 under alternatives (i) and (ii) above, 
assuming that the alterations were made and new equipment 
acquired as of Ist July 1954. 

(6 marks) (b) Statement showing your calculation of the figures for taxes 
on income for the year ending 30th June 1955 included in 
your statement in (a) above. 

(7 marks) (c) The factors which must be taken into consideration in deter- 
mining whether or not the company should make the altera- 
tions to the building and purchase the new equipment and 
which of the two alternatives should be adopted. 


A SOLUTION 
M Co. Ltp. 
Statement of Estimated Profit and Loss 
for the year ending 30th June 1955 
Alternative Alternative 
(4) (it) 
Income 

Rental revenue none eee ete $335,400 $348,000 
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— eee 


STUDENTS DEPARTMENT 


WOIVIGCHER: «0 bi can 8 6 ent 62S eR Be i ee 1,500 
$336,900 
Expenses 
Administrative salaries Ks hapa dele Se eeoe ne 31,900 
Warehouse wages .... ado e aug e he clabishener ire ok 101,498 
Taxes and licenses ....... dachirs a rdse aeons ek 18,000 
Heat, light and water ..... Jae. Recoue oe 15,000 
Depreciation of building ..... Sasteeata, casera 17,500 
Depreciation of electric trucks ........... ecto 5,000 
Maintenance of trucks ..... a ree rer 13,000 
Insurance .......... Be eae ceed welt Me est mete a, 9,000 
WEOPUHOMC TRUOTOSE 625 i ce bee ec ewes Secs 6,000 
Donations to charitable organizations ..... a5 : 10,400 
Sundry expenses Neh 2s wales 8,600 
$235,898 
Profit before taxes on income .. 101,002 
Taxes on income fete Se naed eae ae : .. 46,177 
Profit for the year ee OF set $ 54,825 
(b) M Co. Ltp. 


Calculation of Estimated Taxes on Income 
for the year ended 30th June 1955 


$349,500 


31,900 
109,305 
18,000 
15,000 
17,500 
5,000 
13,000 
9,000 
6,000 
10,400 
8,600 


$243,705 


$105,795 
48,407 


$ 57,388 


Alternative Alternative 


(7) 


Profit before taxes on income fade Aa ie 8 $101,002 
Deduct dividends received from A Canadian Ltd. ........ 1,500 
99,502 
Add excess of depreciation charged over capital cost 
allowances (see note below) .................... 1,835 
donations (actual) ............... Se Veetehe. & Ricdios 10,400 
Taxable income before donations allowance .......... 111,737 
Deduct allowance for donations—5% of taxable income before 
donations allowance plus dividends received ........ 5,662 
NOS A EN an ET tes cto we so eA E Gates $106,075 
Income tax 
On first $20,000—20% ....... SP lersed star cs ebuah Sete ded Seles ....$ 4,000 
On balance—49% ........ si Listathiaein nye eet 42,177 
$ 46,177 


(ii) 
$105,795 
1,500 


104,295 


1,835 
10,400 


$ 48,407 


Note: Depreciation in excess of capital cost allowance is calculated as follows: 
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Depreciation recorded on books of company: 


Buildings . Pee eee eee = cieas doe 
DNGMES 8835/55 ROT eh Ri Cy st Snr bana eee 5,000 
$ 22,500 
Capital cost allowance for income taxes: 
Buildings 
Undepreciated capital cost 
30 June 1954 .............. $145,084 
Reinforced floor Po eras 50,000 
5% of ... ie Bice taal aS ie $195,084 9,754 
Trucks 
Undepreciated capital cost 
30 June 1954 ....... ..... $ 6,554 
Purchase of new trucks .......... 60,000 
66,554 
Less proceeds of disposal of 
old trucks eee ... 12,000 
PPE Oh Re tires ceeds $ 54,554 10,911 20,665 








(c) Factors to be considered in reaching a decision 

(1) Can increased volume actually be secured if the rates are reduced? 

(2) Is it desirable to have almost one-seventh of revenue dependent upon 
one customer? 

(3) The remaining service life of the warehouse is only ten years. Are the 
proposed changes adequate in view of the long term prospects of the 
company, or are still further changes (including possibly a replacement of 
the building) likely? 

(4) With no increase in invested capital, the proposed changes would result 
in an increase in profit (after income tax) of 10% for alternative (i) and 
16% for alternative (ii). 

(5) In each of the alternatives there is still some space available which may 
be rented. The remaining space available is greater under alternative (i). 

Examiner's Comments 
The most common errors made by candidates were: 

1. Depreciation was taken on the tax basis rather than by the straight line 
method on estimated life. 

2. Depreciation was taken on the straight line basis but the estimated life 


disregarded. 
3. The labour and revenue charges were calculated incorrectly in many 


cases. 
4. Lack of familiarity with the donations and depreciation provisions of the 


Income Tax Act. 
5. Inability to calculate the correct amount upon which the 5% maximum 


donation is based. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


THE 1955 AMENDMENTS TO THE 
INCOME Tax AcT 


1. Costs of Issuing Shares and Bonds 
Are Now Deductible 

At long last the following expenses 
are made deductible: 

(i) Expenses incurred by a company 
in the course of issuing or selling 
its shares, and 

(ii) Expenses incurred by anyone in 
the course of borrowing money 
which is used to earn income 
from a business or property. 

Exceptions are made, however, of 
the following amounts: 

(i) Commissions or bonuses to pur- 
chasers of shares or to lenders of 
money or which are paid as sales 
or underwriting commissions or 
bonuses; 

(ii) Bond discount; 

(iii) Payments on account of interest. 
This last is already covered by 
other provisions of the Act which 
are unchanged, but it appears 
that overlapping interest on a 
bond refunding transaction still 
remains non-deductible. 

2. Lump Sum Payments to Em- 
ployees on Reaching Age of 
Superannuation or Leaving Em- 
ployment 

In addition to the deductions pre- 

viously permitted, an employer may 

now deduct a lump sum payment 
made (1) to a former employee pur- 
suant to an approved pension plan 
upon the employee reaching the age 
of superannuation or (2) to an em- 


ployee upon the latter ceasing for any 

reason to be employed. 

3. Recapture of Insurance Moneys 
Postponed 

Insurance moneys received for the 
loss or destruction of a depreciable 
capital asset are no longer subject to 
recapture if not re-invested in prop- 
erty of the same class in the year re- 
ceived. The taxpayer has been given 
an additional year in which to re- 
invest the moneys. If the property 
destroyed is a building it will hence- 
forth suffice if the insurance moneys 
are re-invested in the time allowed 
in any building even if it is not of the 
same class as that destroyed. 

4, Transfers of Revenue Property to 
Spouses and Children: when 
transferee taxable 

Henceforth a person who transfers 
property to his spouse or to a child 
under 19 will be taxable on the in- 
come therefrom only as long as he re- 

sides in Canada and, in the case of a 

transfer to a spouse, as long as the 

marriage subsists. This is, of course, 
not a concession to the taxpayer but 

a safeguard for the revenue. Hitherto 

a transferee of property was relieved 

of all liability for tax on the income 

therefrom where the transferee was a 

spouse of the transferor and, in the 

case of a transfer to a child, until the 
latter attained 19. Thus no tax was 
exigible from anyone if the transferor 
was not subject to tax in Canada even 
though the transferee received the in- 
come in Canada. As a result of this 
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year’s amendment, if the transferor is 
not subject to tax in Canada and the 
transferee is subject to tax in Canada, 
the tax will be recovered from the 
latter. 


5. Conditional Transfers of Property 
in Trust: when trustee or bene- 
ficiary taxable. 

The same rule is extended to per- 
sons who conditionally transfer prop- 
erty in trust. If the settlor ceased to 
reside in Canada the income from 
the property will be charged to the 
trustee and/or the beneficiary in ac- 
cordance with the provisions govern- 
ing the taxation of income from a 
trust. 


6. Personal Allowance for Support of 
Dependent By Two or More 
Where more than one person con- 
tributes to the support of a dependent 
in a self-contained domestic estab- 
lishment, any one of them (if they so 
agree) will henceforth be entitled to 
a personal allowance of $1,000. If, 
however, they cannot agree, none of 
them can claim any allowance. 


7. Rental Income from Real Property 
Freed of Surtax 
Numerous appeals to the Income 
Tax Appeal Board will be avoided by 
an amendment which relieves rents 
from real property from the invest- 
ment income surtax. 


8. Rules for Calculating Deduction 
of 10% for Quebec Income Tax 
The tax deduction allowed to tax- 
payers subject to the Quebec income 
tax is increased from 5% to 10% and 
rules are set out for calculating the 
amount of the deduction (a) where 
the taxpayer resides in another part of 
Canada as well as in Quebec in the 
taxation year, (b) where he was not 
resident in Quebec at any time during 
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the year but was employed or carried 
on business there for part of the year 
and was resident, employed in or car- 
ried on business in some other part 
of Canada during the year. 


9. Profit-Sharing Plans 

A single payment pursuant to an 
employees’ profit-sharing plan in full 
satisfaction of the payee’s rights un- 
der the plan is made eligible for taxa- 
tion at the average of the taxpayer's 
effective rate of tax for the preceding 
three years. 

Retirement payments and death 
benefits will, however, be so eligible 
in future only if made in the year of 
the employee’s retirement or in the 
following year. 


10. The Low Rate of Corporate Tax: 
Associated Companies, Time for 
Filing Agreement on Allocation 


Until now a group of associated 
companies could allocate $20,000 of 
their combined income to be taxed at 
the low rate, provided their agree- 
ment was filed on or before the 
earliest date for filing the return of 
any of them. Failing that the Min- 
ister could make the allocation. The 
obligation to file the agreement on or 
before the date mentioned has now 
been removed. In future the agree- 
ment may be filed by each of the 
companies at any time, but if not filed 
within 30 days of a demand on any 
of them by the Minister, the latter 
may make the allocation. 


Where a company has two fiscal 
years ending in the same calendar 
year by virtue of another amendment 
in this year’s Bill which enables a 
company to have a fiscal year as long 
as 53 weeks, only its income for the 
first of such two fiscal years is eligible 
for the low rate of tax. 
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THE TAX REVIEW 


11. No more “Phoney” Assessments 

The long out-cry against the 
“phoney” assessment has been stifled 
by an amendment made this year. 
By use of the phoney assessment the 
Tax Division was able to stultify 
Parliament's clear intention that in- 
terest on over-due tax should not run 
for an excessive time where the Di- 
vision was slow in assessing. The 
Division neatly evaded this objective 
by adopting the phoney assessment, 
the effect of which was to keep in- 
terest on overdue taxes running with- 
out any break no matter how long it 
took for the Division to make its real 
assessment. Taxpayers were justi- 
fiably irritated by so barefaced an 
evasion of Parliament’s intention by 
those who are most insistent that tax- 
payers eschew measures of avoidance. 
The matter has now been solved 
by changing Parliament's intention. 
There is no longer, it is said in a 
note in the amending Bill, any need 
for such a provision. This is of 
course a tacit admission that there 
was such a need until now and, since 
those who draft legislation must be 
aware of how it has been interpreted 
by the officials and by the Courts, 
that Parliament’s previous intention 
was successfully flouted by those who 
are supposed to be responsible to 
Parliament. 


12. Capital Cost Allowances to Bene- 
ficiaries of Trusts 

Another enactment which led to 
many disputes and a great deal of dis- 
satisfaction concerned the right of a 
beneficiary of a trust to claim capital 
cost allowances on property in which 
he had a limited interest only. A 
trustee has always been able to claim 
capital cost allowances on depreciable 
trust property, but a beneficiary who 
was entitled to the income from trust 
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property was taxable on the income 
therefrom without any allowance for 
the capital cost thereof even though 
he never received any part of it. From 
this there were exceptions (1) where 
the beneficiary was not entitled to 
payment of amounts retained by the 
trustee for depreciation of the trust 
property, and (2) where the bene- 
ficiary had a future right to the corpus 
of the property. In regard to the first 
of these exceptions, a beneficiary has 
no right to payment of moneys form- 
ing a depreciation reserve set up by 
the trustee if the trust property is em- 
ployed in carrying on a business, or is 
a wasting asset, such as a lease for 
years, or is an unauthorized invest- 
ment, but not land held in fee simple. 
Of course if the will or trust deed so 
provides, either expressly or on con- 
struction, for payment of the full in- 
come to a life beneficiary without any 
provision for preservation of the 
corpus, the beneficiary has an enforce- 
able right to the gross income. 
Under the law as it has now been 
changed, if a trustee so determines, 
the beneficiary, and not the trustee, 
may now have the capital cost allow- 
ance on the trust property from which 
his income derives. Whether or not 
the trustee commits a breach of trust 
in giving up his right to that deduc- 
tion in favour of the beneficiary is a 
matter of trust law, and _ trustees 
would be well advised to consider 
this aspect of the matter before act- 
ing. 
13. Investment Companies 
Commencing in 1955 “investment 
companies” are all subject to tax at 
the low rate. That is, they will no 
longer have a right to elect between 
a total exemption — in which case 
their shareholders lose their right to 
the individual dividend tax credit, 
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and payment of tax — in which case 
their shareholders do get the tax 
credit. 

A more important change, however, 
is a new requirement that 60% of an 
investment company’s gross revenue 
(i.e., its receipts and receivables other 
than payments on account of capital) 
must derive from dividends from resi- 
dent Canadian taxable corporations. 

Furthermore 85% of the company’s 
net available income must be dis- 
tributed to shareholders before the 
end of the year. In computing the 
company’s net available income Can- 
adian income taxes payable for the 
year and foreign income taxes paid 
in the year are deducted. 

The above amendments take effect 
in 1955 for investment companies 
which elected to be taxable in 1954, 
and for those which did not so elect 
they take effect in 1956. This will 
give the latter a reasonable time with- 
in which to change their investments 
to bring themselves within the new 
definition. 

14. Non-Resident-Owned Investment 
Corporations 

Commencing in 1956 a n-r-o invest- 
ment company, which is taxable at a 
15% rate, cannot derive more than 10% 
of its gross revenue from rents if it is 
to retain its privileges. 

By a further amendment a n-r-o 
investment company which has once 
elected to be taxed as such, will con- 
tinue to enjoy that right without fur- 
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ther election so long as it fulfils the 
other requisites laid down. 
15. Foreign Business Corporations 

From 1956 on, to qualify as a tax- 
exempt foreign business corporation, 
a corporation otherwise qualified may 
not derive more than 10% of its gross 
revenue from leasing or operating 
ships or aircraft. 
16. Capital Expenditures on Scien- 

tific Research 

Hitherto a taxpayer was allowed 
to deduct the undepreciated capital 
cost of property (other than land) 
acquired as of the beginning of a tax- 
ation year for scientific research, pro- 
vided this amount was less than one- 
third of his expenditure thereon for 
the current year and the preceding 
two years. This excluded a deduc- 
tion in respect of the undepreciated 
capital cost of such property acquired 
during the taxation year. This last 
exclusion is to be removed. 
17. Profit-Sharing Plan 

Where amounts accruing to em- 
ployees under a profit-sharing plan as 
e.g. upon the withdrawal of an em- 
ployee without any right to any pay- 
ment under the plan, the re-allocation 
of the amount standing to his credit 
among other employees will no longer 
subject them to tax thereon if the 
amount was previously included in 
computing the income of such em- 
ployee, nor will they be subject to tax 
thereon when the sums in question 
are actually paid to them. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. ( Assistant 
Chairman), W. S. Fisher, Esq., Q.C. and R. S. W. Fordham, Esq., Q.C. 


249 v. M.N.R. 


Trusts & Estates — Usufructuary of 
immovables — Whether their adminis- 





tration is a business — Number of 
properties and complexity of admin- 
istration immaterial — Capital cost al- 
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THE TAX REVIEW 


lowances withheld by executors -- 
Usufructuary entitled thereto — No 
deduction for depreciation — ITA 
(1948) s. 58 

A testator domiciled in Quebec be- 
queathed the enjoyment and usufruct 
of all his property to his wife for her 
life or until her remarriage and the 
bare ownership to his son and daugh- 
ters. The property comprised sub- 
stantial movable and immovable in- 
vestments, and the widow reported 
as her income the income therefrom 
after deduction of capital cost allow- 
ances, and when that deduction was 
disallowed by the Minister, contend- 
ed that the administration of the 
property in question in conjunction 
with other immovable assets of her 
own was a true business, having re- 
gard to its importance, diversity and 
complexity, and alternatively argued 
that because the testator entrusted 
the administration of his estate to 
executors and empowered them to 
repair, improve or rebuild any prop- 
erty included in his estate, the widow 
had no right to claim amounts with- 
held by the executors as capital cost 
allowances. 
Held (Mr. Monet), the widow’s ap- 
peal must be dismissed. A lease of 
real property is not a commercial 
contract under the Quebec civil law, 
and a person who confines himself to 
leasing real property is not a trader, 
whatever the number or nature of the 
properties rented and the degree of 
the landlord’s activity in maintaining 
them, unless the leasing of real prop- 
erty is merely incidental to a more 
complex transaction of a commercial 
nature, e.g., a hotel business. (The 
same principles apply in the common 
law Provinces: Martin v. MNR [1948] 
Ex. C.R. 529 (O’Connor J.), referred 
to.) The definition of “business” in 
ITA 1948 s. 127(1)(e) to include an 
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“undertaking of any kind whatsoever” 
does not change this: the quoted 
words, when read in their context, 
imply a commercial concept. The 
word “business” itself cannot apply 
to the leasing of real property: Re 
Pzon [1946] 2 DLR 507 per Laid- 
law J. at p. 511, explained. Notwith- 
standing therefore that the properties 
in question here had a value greatly 
in excess of $225,000 and comprised 
35 buildings spread all over the city, 
including 79 residential and 17 com- 
mercial units, among them a garage 
and three warehouses, and in addition 
14 other warehouses and a garage, 
that the owners furnished fuel to 
residential tenants and heated certain 
other units, that a repairman and a 
char were employed, that the man- 
ager of the properties devoted some 
time to it every day, that an account- 
ant was employed, that contractors 
were hired to redecorate under the 
supervision of the executors of the 
estate, the management of the prop- 
erties in question was not a business. 

It must also be held that the 
widow’s interest in the properties was 
a usufruct within the meaning of the 
applicable provisions of the Quebec 
Civil Code and notwithstanding the 
executors’ right under the will to re- 
pair, etc., the usufructuary was by 
law entitled to all that a usufructuary 
was entitled, and she was therefore 
entitled to the income from the estate 
without any allowance for expenses 
or reserves chargeable to capital. Re 
Robertson [1953] 2 S.C.R. 1, dis- 
tinguished. 


Que, Mar 25/55 Dismissed 


241 v. M.N.R. 


Officer or Employee — Medical doctor 
employed to supervise hospital de- 
partments — Remunerated by salary 
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and bonus — Whether a partnership 
constituted — ITA s. 5 


Appellant, a medical doctor, enter- 
ed into an agreement with a hospital 
in 1948 to operate certain depart- 
ments of the hospital for a salary of 
$4,000 per anum payable monthly 
and, in addition, a bonus of 30% of 
the net profits of the departments 
operated by him. The contract pro- 
vided that appellant should have one 
month’s holidays a year, that he 
should notify the hospital superin- 
tendent when leaving for vacation, 
that he would cooperate with the 
hospital’s governors and superintend- 
ent so that his departments would 
provide the best possible service to 
the hospital, that he would obtain the 
hospital’s approval before purchas- 
ing new equipment or enlarging his 
staff or granting salary increases to 
his staff. The contract was terminable 
by either party on 90 days notice. 
All members of appellant’s staff were 
paid by the hospital. 

Held (Mr. Fisher), appellant was not 
carrying on a partnership business 
with the hospital but was an em- 
ployee or officer of the hospital, so 
that he was entitled to make no de- 
duction from his remuneration: such 
a deduction was within the specific 
prohibition of ITA s. 5. 
Feb 16/55 Dismissed 


253 v. M.N.R. 
Interest on Borrowed Money — Loan 
used to pay succession duties — In- 
terest not deductible — ITA (1948) s. 
11(1)(m) 

The executors of an estate borrow- 
ed money from a bank and used the 
proceeds to pay succession duties. 
Held (Mr. Fisher), they could not 
claim a deduction in respect of the 
interest paid on the loan in reporting 
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the income of the estate. It was not 
interest in respect of succession duties 
within the meaning of ITA 1948 s. 
11(1)(m). 185 v. MNR, 11 TABC 
178, 54 DTC 395; 228 v. MNR, 12 
TABC 83, 55 DTC 839, followed. 


Apr 5/55 Dismissed 


Baker v. M.N.R. 
Farming — Income from — Operation 
of farm for share of gross proceeds — 
Whether income wages — ITA 1948 
s. 39(1), 127(1)(O) 


Appellant operated a large farm of 
1,120 acres in Alberta, and by an oral 
arrangement with his father, made in 
1948, also operated his father’s farm 
which adjoined his own, receiving 
$100 monthly and 10% of the sale 
price of all grain produced on the 
father’s farm. All necessary equip- 
ment was supplied by the father. 
During the period 1948-1952 appel- 
lant’s income from the operation of 
his farm was $31,362 and from his 
father’s farm $36,806. The Minister 
took the position that appellant's re- 
lationship to his father in respect of 
his operation of the latter’s farm was 
that of an employee and ruled that 
his chief source of income was there- 
fore not farming within the meaning 
of s. 39(1) and s. 127(1)(O) of the 
ITA 1948. Appellant appealed. 
Held (Mr. Fordham), whatever the 
relationship was between the father 
and son in respect of the operation 
of the father’s farm it was certainly 
not that of employer and employee, 
and what appellant received from his 
father was not wages. The son’s in- 
come from his father’s farm, which 
he conducted together with his own 
farm as one operation, was from farm- 
ing within the meaning of the Act. 


Alta, Feb 15/55 Dismissed 
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BY PETER C. BRIANT, B.COM., C.A. 


Current Reading 





MAGAZINE ARTICLES 


ACCOUNTING 


“CONCEPTS OF DEPRECIATION’ by 
Louis Goldberg, The Accounting 
Review, July 1955, pp. 468-484. 

In the course of this research paper 
delivered at Canberra University Col- 
lege, Mr. Goldberg raises some im- 
portant, and still unsettled, questions 
about the nature of depreciation. In 
particular, he asks: “What do we 
mean when we speak of ‘deprecia- 
tion’ in relation to long-term assets?” 
He points to at least four different 
senses in which the word is widely 
used in accounting and business lit- 
erature: 

“(i) Depreciation as a fall in price. 

(ii) Depreciation as physical de- 

terioration. 

(iii) Depreciation as fall in value. 

(iv) Depreciation as allocation of 

Wis” 

All four of these concepts are dis- 
cussed at some length, and all but 
the last are shown to be unsatisfac- 
tory from the accounting viewpoint. 
The concept of depreciation as a fall 
in value should be eschewed by ac- 
countants, in Mr. Goldberg’s opinion, 
“because it is vague, indeterminate 
and/or non-measurable”. This is par- 
ticularly so, he says, because the word 
“value” alone has a number of differ- 
ent meanings: 

“(i) Cost-value, i.e. normal costs 


of production; 
(ii) Exchange-value, i.e. rate of 


Assistant Professor, 
McGill University 


exchange, or purchasing pow- 
er, or exchange equivalent; 
(iii) Use-value, i.e. usefulness or 
utility; 
(iv) Esteem-value, ie., relative 
(subjective) importance .. .” 
Mr. Goldberg not only supports the 
“cost allocation” concept of deprecia- 
tion but also believes that deprecia- 
tion charges should be based on his- 
torical cost. In his view, the pro- 
ponents of the use of replacement 
cost as a basis of allocation have not 
yet defined satisfactorily what they 
mean by “keeping real capital intact”. 
Also he feels that since the company 
using historical cost as the basis of 
its depreciation charges has lower 
unit costs it is in a better position to 


‘compete, increase its sales volume, 


and obtain the higher income out of 
which to replace its assets. Further- 
more, he does not believe that the 
revenue authorities would refrain for 
long from raising the rate of tax if the 
application of the replacement cost 
basis were allowed for tax purposes. 

This is a stimulating article. By 
restricting himself merely to asking 
questions about depreciation, Mr. 
Goldberg has provided a welcome 
change from the dogmatism of many 
other writers on the subject. 


“STANDARDS OF DISCLOSURE FOR PuB- 
LISHED FINANCIAL Reports, Supple- 
mentary Statement No. 8”, Commit- 
tee on Concepts and Standards Un- 
_ derlving Corporate Financial State- 
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ments, The Accounting Review, 
July 1955, pp. 400-404. 


In the face of what it calls “dissatis- 
faction with the content of some pub- 
lished corporate reports” and “the 
trend toward simplification and con- 
densation” this committee of the 
A.A.A. has re-examined the portion of 
the 1948 “Revision of Concepts and 
Standards Underlying Corporate Re- 
ports” relating to the adequacy of dis- 
closure. Some of the’ committee’s 
conclusions follow: 


“1. The underlying determinant of 
adequacy of disclosure in pub- 
lished financial reports is their 
usefulness in making decisions, 
particularly with respect to in- 
vestment problems. It is reason- 
able to assume that any recipient 
desirous of making effective use 
of financial statements must be 
willing and competent to read it 
carefully and with discrimination. 
Such statements should, there- 
fore, be prepared for use by in- 
terested persons having a work- 
ing knowledge of business meth- 
ods and terminology. 


The results of all transactions en- 
tered into during the period re- 
ported on should be presented in 
financial statements. To the ex- 
tent that a knowledge of the re- 
sults or character of a specific 
transaction or group of transac- 
tions is significant to an investor, 
this information should be dis- 
closed. 

a) ... To promote full under- 
standing, the use of support- 
ing schedules and other sup- 
plementary data should be en- 
couraged. 

b) Explanation of fund flows, in- 
ternal operations, and other 
transactions not bearing di- 


bo 


rectly on current income may 
be necessary .. . 

c) .... disclosure may be inade- 
quate if [events occurring af- 
ter the statement date] are 
not revealed . . 

d) .... Important financial de- 
velopments should be report- 
ed promptly through interim 
statements or by other means. 

e) .... An item should be re- 
garded as material if there is 
reason to believe that knowl- 
edge of it would influence the 
decisions or attitude of an in- 
formed investor. 


3. . The principal barriers to 
[inter-period and inter-company 
comparisons] are distortions re- 
sulting from price level fluctua- 
tions and variations in account- 
ing method. 


a) Until reasonably uniform 
principles of adjustment for 
price level changes are com- 
monly accepted, statement 
users may properly be furn- 
ished supplementary data 
helpful in evaluating the im- 
pact of price fluctuations. 

b) .. .. when [accounting] 
methods are changed or 
where alternative practices of 
major significance are in com- 
mon use ... the method cur- 
rently employed should be 
identified and the data neces- 
sary for approximate adjust- 
ment to the basis previously 
used or to that predominant 
in the industry should be sup- 
aie ioe, 


The committee recognizes that gov- 
ernment agencies, short- and long- 
term creditors, labour organizations, 
and potential investors are also in- 
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CURRENT READING 


terested in published corporate re- 
ports. However, in the committee's 
opinion, the interest of the stock- 
holder group continues to be of para- 
mount importance. 


FINANCE 


“Key QUESTIONS IN PENSION FUND 

INVESTMENT’ by Willis D. Gradison, 

Jr., The Harvard Business Review, 

July-August, 1955, pp. 84-90. 

Mr. Gradison concludes that the 
employer is the ultimate “reserve” in 
pension fund financing whether the 
funds are placed under the control 
of a trust company or are placed with 
an insurance company under con- 
tracts providing limited guarantees 
of annuity or interest rates. He there- 


* fore urges every business manage- 


ment to set the basic policy for its 
pension fund in the early years of the 
fund’s existence. To this end he 
alerts executives to 12 important 
questions which arise in connection 
with employee pension funds: 
“1. What are the basic advantages 
of trusteed and insured plans? 
2. What are the fund’s objectives? 
3. How much risk can be taken? 
4. What is the earnings assump- 
tion? 


5. What ‘reserves’ are possible? 

6. How should assets be valued? 

7. How should partial sales be 
valued? 

8. What is the need for diversi- 
fication? 

9. What should be the rate of 
funding? 

10. Is dollar averaging needed for 
stocks? 

11. How should bond purchases be 
timed? 

12. How should securities be 
chosen? ... .” 


As to the future, Mr. Gradison be- 
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lieves that the next few years may 
witness the development of some im- 
portant trends in pension fund fi- 
nancing. For instance, he suggests 
that keen competition and the stabi- 
lization of the cost of living may make 
fringe benefits more important than 
hourly wage increases. This would 
lead to greater vesting, giving the em- 
ployees a permanent interest in the 
concern. He also foresees that the 
effect of, among other things, in- 
creased union participation will be a 
decline in the popularity of common 
stocks as pension fund investments. 


TAXATION 


“WANTED: SOLUTIONS TO THREE 
Major ProsieMs” by Gordon M. 
Hill, The Journal of Accountancy, 
August, 1955. 


Mr. Hill, a partner in the New York 
firm of Haskins & Sells, urges the 
federal authorities in the United 
States to recognize the periodic amor- 
tization of intangible assets as a valid 
deduction from taxable income. To 
illustrate his point, he cites the case 
of the goodwill paid for when one 
enterprise buys another going con- 
cern at a price in excess of the agreed 
value of the net tangible assets ac- 
quired. Such a payment, he says, is 
not a payment for profits of the past, 
but is made in anticipation of receiv- 
ing, in the future, profits in excess of 
a normal commercial return on the 
net tangible assets employed. There- 
fore, Mr. Hill maintains, to the extent 
that this payment for the present 
value of anticipated future excess 
earnings is not charged against opera- 
tions, net income is overstated. He 
admits that the determination of the 
period over which such amortization 
may take place presents a difficulty 
but he does not believe that this fac- 
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tor is so major that the deduction 
should be lost to the purchasing com- 
pany. (At this point it might be 
added that in most business situations 
the goodwill of the vendor will rarely 
exist for more than six years after the 
sale. To the extent that goodwill still 
exists, it can only be attributed to the 
goodwill of the new owner having re- 
placed that of the old.) 

In this reviewer’s opinion Mr. Hill 
makes a legitimate claim. The prin- 
ciple is not restricted solely to the 
United States. It is in fact of uni- 
versal applicability, and is one to 
which Canadian tax authorities may 
wish to direct their attention. 


BOOK REVIEW 
Economics of Canadian Transporta- 
tion, by A. W. Currie; University of 
Toronto Press, Toronto, 1954, pp. 
VII, 727, $10.00. 


Although the greater part of this 
volume is concerned with rail trans- 
port, there are also substantial sec- 
tions on highway, air, and inland and 
ocean transportation. 

Any work of this kind necessarily 
contains a description of the rate 
structure and of the rate-making pro- 
cesses, and this is well and elaborately 
done. But one of the most interesting 
and useful parts of the book is the 
detailed account of the changes in 
the general rate level to 1952 and a 
discussion of the various general rate 
cases before the Board of Transport 
Commissioners and the investigations 
of the Royal Commission on Trans- 
portation appointed in 1948. As a 
member of the research staff for the 
Royal Commission, Professor Currie is 
especially well-informed on its work. 

For those who are interested in 
theoretical questions, there are good 


chapters on the theory of rate-making 
and on the relationship between rail- 
way charges and the prices of com- 
modities transported. The latter is a 
matter of particular importance to 
shippers as it affects their competitive 
position in their commodity markets. 

Problems of control of railway rates 
and other features of railway opera- 
tions have for years been matters of 
discussion in Canada. The character 
and adequacy of control through the 
Board of Transport Commissioners is 
well discussed by Professor Currie. 
He analyzes the jurisdiction of the 
Board, its composition, and discusses 
its methods of operation. 

The status of labour, unionization 
and the processes of collective bar- 
gaining and conciliation are con- 
sidered in some detail, but it is a 
matter of regret that Professor Currie 
did not give us a deeper analysis of 
why the conciliation procedure fre- 
quently fails and his opinion of pos- 
sible more successful alternatives. 

It is refreshing to find an author 
treating transportation as an aspect 
of the Canadian economy as Profes- 
sor Currie has done, rather than from 
the viewpoint of business manage- 
ment and the technicalities of rate- 
making and railway operations. This 
approach is brought out clearly in 
his first chapter wherein the public 
policy aspects are developed. Pro- 
fessor Currie concludes: “Throughout 
our transportation history we have 
not been able permanently to resolve 
the conflict between preserving pri- 
vate enterprise and using public 
funds to carry out national objectives. 
Yet we have always been supplied 
with safe, efficient, and low-cost 
service.” 

W. J. Warnes, M.A. 
University of Manitoba 
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| NEWS OF OUR MEMBERS 





Alberta 

Teare, Ballard & Co., Chartered Account- 
ants, announce the removal of their offices 
to 914-915 Lancaster Bldg., Calgary. 


British Columbia 

F. J. Vulliamy, C.A. announces the ad- 
mission to partnership of J. R. Brownell, 
B.Com., C.A. Henceforth practice of the 
profession will be conducted under the 
firm name of Vulliamy & Brownell, Chart- 
ered Accountants, with offices at Ste. 15, 
515 Granville St., Vancouver. 


Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, and Paisley, Wallace & 
Co., Chartered Accountants, announce that 
their practices have been merged and that 
their Vancouver office has been removed 
to 103 Alaska Pine Bldg., 1111 W. Georgia 
St., Vancouver, B.C. 


Manitoba 

Jack L. MacDonald, C.A., has been ap- 
pointed secretary and comptroller of Rob- 
inson, Little & Co. Ltd., Winnipeg. 


Laird, Sprague & Co., Chartered <Ac- 
countants, Trust & Loan Bldg., Winnipeg, 
announces the admission to partnership of 
William S. Rennie, C.A. 


Ontario 

W. S. Rothwell, C.A., treasurer of the 
Abitibi Power & Paper Co. Ltd., has been 
appointed a vice-president of that company 
and retains his functions as treasurer, it 
was announced by D. W. Ambridge, presi- 
dent. 

V. D. Harbinson & Co., Chartered Ac- 
countants, 80 Richmond St. W., Toronto, 
announces the admission to partnership of 
Robert Cecil Kilgour, B.Com., C.A. 

Smith, Metherell, Jackson & Webb, Chart- 
ered Accountants, Hamilton, announce the 
dissolution of their partnership. Hence- 
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forth Messrs. G. E. F. Smith, F.C.A., P.C. 


Metherell, C.A. and S. G. Jackson, C.A. 
will practise under the firm name Smith, 
Metherell & Jackson, Chartered Account- 
ants, with offices at 152 James St. S., Ham- 
ilton, and Messrs. George W. Webb, C.A. 
and Arthur B. Francis, C.A. will practise 
under the firm name Webb & Francis, 
Chartered Accountants, with offices at the 
same address. 

G. W. Hawes, C.A. has been appointed 
comptroller of Toronto Elevators Ltd. 

J. E. Walsh, C.A. has been appointed 
comptroller of Crawley Films Ltd., Ottawa. 

L. G McMahon, C.A., announces the 
opening of an office for the practice of his 
profession at 401 Talbot St., St. Thomas. 

W. J. McCreight, C.A., secretary-treas- 
urer of Robinson Cotton Mills Ltd., has 
also been appointed secretary-treasurer of 
the newly incorporated Robinson Collo Can- 
ada Ltd. 

Wilton C. Eddis & Sons, Chartered Ac- 
countants, 85 Richmond St. W., Toronto, 
announces the admission to partnership of 
J. A. Young, C.A., S. R. Smith, C.A., R. C. 
Morton, C.A., H. M. Harris, C.A. and R. 
M. Mix, C.A. It also announces the open- 
ing of an office at 6 West St. N., Orillia, 
with R. M. Mix, C.A. as resident partner. 

Ward, Buckley & Co., Chartered Ac- 
countants, announces dissolution of partner- 
ship. Geoffrey H. Ward, C.A. will con- 
tinue his practice at 28 Duke St., Toronto. 

William B. Buckley, C.A. will now prac- 
tise his profession at 2 Bloor St. E., To- 
ronto. 

Geoffrey H. Ward, C.A. and William H. 
Buttrey, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Ward & 
Buttrey, Chartered Accountants, with of- 


‘fices at Gananoque, Ontario. 
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W. A. Staples, F.C.A. has been appointed 
a director and secretary-treasurer of Soren- 
son Holdings Ltd., Lombard Realty Co. 
Ltd., and Yem Holdings Ltd., Toronto. 


Quebec 

H. Diamond, C.A. announces the removal 
of his office to Ste. 911-912, University 
Tower Bldg., 660 St. Catherine St. W., 
Montreal. 
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Saskatchewan 


Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, and Rooke, Thomas & 
Co., Chartered Accountants, announce that 
their practices are now merged with offices 
at Montreal, Toronto, Winnipeg, Regina, 
Vancouver, Prince George and Quesnel, 
B.C. 


INSTITUTE NOTES 





Ontario Students Association 
Library — The library of the Ontario In- 
stitute is again open on Monday evenings 
during the fall and winter. From Septem- 
ber 12 until October 3, the hours were 
5.00 p.m. to 9.45 p.m. to cater to those 
preparing for examinations. Commencing 
with the Monday following Thanksgiving, 
however, the hours will become 7.45 p.m. 


to 9.45 p.m. 


Winter Meeting Series — The first meeting 
of the 1955-56 season will be held in the 


ANNUAL MEETING PHOTOGRAPHS 


lecture hall of the C.A. Bldg., 69 Bloor 
St. E., Toronto, on Nov. 8. It is planned 
to have a speaker discuss electronic com- 
puters and data processing in the field of 
business. This will be of interest to a 
great many students and the association 
More details 


will be given later by letter or post card. 


hopes for a good turn-out. 


Fall Dance — Date: Thursday, December 


1. Pace: Club Kingsway. 
ENTERTAINMENT: Top notch! More details 
as the date gets nearer. 


Copies of any of the annual meeting photographs appearing in this issue 
of The Canadian Chartered Accountant may be obtained by writing to the 


Editor, 69 Bloor St. E., Toronto. 
8 x 10 glossy prints. 


The editor welcomes information for this column. News of members and 


A charge of $1.00 each will be made for 
When ordering please do not send any remittance; an 
invoice will be sent when the order is filled. 


provincial Institutes’ activities should be received by the 14th of the month 


to appear in the following issue of the journal. 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions er 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





CHARTERED ACCOUNTANT 
Trust company requires services of a 
chartered accountant for full time du- 
ties. Apply in confidence to The 
Canada Permanent Trust Company, 
320 Bay St., Toronto, attention W. 
Leo Knowlton. 


OPPORTUNITY 
International company requires two 
recent graduates to enter special 
executive training program in Comp- 
troller’s Division. Will lead to top 
positions in Canada, or possibly 
abroad. Must be 28 or younger. 
Proven record essential. Work in- 
volves all phases of control from 
accounting and budgeting to business 
forecasting. Starting salary $4,000- 
$6,000. Box 514. 


POSITION WANTED 
Young Chartered accountant at pres- 
ent employed by the Department of 
National Revenue, Taxation Division, 
wishes to become associated with 
practising firm in Toronto or vicinity 
with opportunity for partnership or 
succession. Box 513. 


WANTED 
A Toronto firm of chartered account- 
ants requires a chartered accountant, 
age 25-35. For an ambitious young 
man with personality, this position of- 
fers an excellent opportunity with 
prospect of partnership. Give full 
personal record, experience, training 
and salary requirements. Box 511. 


POSITION WANTED 
C.A. with B.Com. degree and 5 years 
experience in public accounting, age 
31, wishes position in industry with 
good opportunity for advancement to 
executive level. Box 512. 


CHARTERED ACCOUNTANT 
Requested to supervise and take 
charge of all accounting problems in- 
cluding cost records and taxes of new 
$15,000,000 industry near Toronto. 
Applicant must be young and ag- 
gressive. Please reply in your own 
handwriting, giving full information, 
past experience, references, salary de- 
sired and please enclose a recent 
photograph of yourself. Box 515. 


CHANGE OF ADDRESS 
Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own provincial Institute. 


Periodic reconciliations of mailing lists are carried out but to 
ensure prompt receipt of all provincial Institute mail, it is 
essential that the secretary of the provincial Institute be notified 


directly. 
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SWEETNESS AND LIGHT 


EVERY SO OFTEN a modern writer tries, 
more or less unsuccessfully, to sum up 
the parts of a chartered accountant. 
By this time the “wrinkled, spare, 
bald, past middle age” description has 
just about run its course, thank good- 
ness, but now it looks as if another 
has come along to take its place. 
Derek Lukin Johnston, past president 
of the B.C. Institute, has spotted it 
in a new book called “The Dreyfus 
Case: a Reassessment” by Guy Chap- 
man. It reads: 


“Poincaré, it has been said, had 
‘the mind of a chartered account- 
ant’. It is true that in many ways 
he was narrow, but he was an up- 
right and completely honest man, 
though possibly too balanced ... . 
he had the reputation of abstaining 
from voting.” 


Why are chartered accountants al- 
ways classified and dismissed in such 
wholesale fashion when members of 
other professions are depicted as in- 
dividuals with at least some sym- 
pathetic qualities? The trouble most 
likely lies with Geoffrey Chaucer, the 
father of English literature. If in his 
Canterbury Tales he had but included 
a portrait of an accountant as he did 
a Doctour of Phisik and a Sergeant 
at Law he would have spared the ac- 
counting profession a world of medi- 
ocre misrepresentation. And it would 
have been quite easy for him. He 
could have tossed together a few 
rhymes in 14th century English and 
come up with something like: 


An Auditour ther was on pilgrim- 
age, 

That late was y-come from North 
Carthage; 

Of clyentes hadde he ful many oon, 

So great a certifyer was nowher 


noon. 
Of any caas of sleighte he took 
pleyn note, 
And everich tax statut wiste he by 
rote 


And its termes for purchasour and 
hym that vends; 
He was besoghte by relatiouns and 
friendes 
On their retournes his advys to 
offre; 
Yet hadde he but litel gold in cofre. 
His eyen drooped from so much 
nyght laboure, 
He was a verray parfit praktisour. 
With hym also ther was a clerk 
threadbare, 
That markéd grene tickes with 
sobre care; 
Of studie was he forced to take 
most heede, 
Noght o word dast he speke more 
than was neede. 
A mayden folwed hynd with comp- 
tometre. 
Note for Chaucerian Scholars: By implica- 
tion it can be concluded that these char- 
acters did join the pilgrimage. Chaucer did 
not mention them in his prologue because 
the auditor was secretly uncovering the 
reeve’s fraud, the clerk was quietly filling up 
on a few morsels from the franklin’s table, 
and the damsel was getting some private 
matronly advice about “the olde daunce” 
from the Good Wife of Bath. JEAN VALE 
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PROFESSIONAL CARDS 














PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 





STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - : - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street’ - - - Toronto 1, Ont. 
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PROFESSIONAL CARDS 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street’ - - : - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - . Montreal 1, Que. 


LEMAY, ROSS & CHAUVIN 


Barristers and Solicitors 


132 St. James Street West - - - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building - . - . Montreal 1. Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. Joha Street - - ° - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - . Montreal 1, Que. 





